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FRIDAY, JANUARY 17, 1958 


House or REPRESENTATIVES, 
CoMMITTEE ON WAys AND MEans, 
Washington, D. C. 

The committee met at 10 a. m., pursuant to call, in the hearing room 
of the Committee on Ways and Means, New House Office Building, 
Hon. Wilbur D. Mills (chairman) presiding. 

The Cuarrman. The committee will please come to order. 

This morning we meet to conduct public hearings on the bills intro- 
duced by Mr. Reed and myself at the administration’s request, to 
provide a temporary increase in the public debt limit. Without ob- 
jection, copies of ek bills will be included in the record at this 

oint. 
7 (H. R. 9955 and H. R. 9956 follow :) 


[H. R, 9955, 85th Cong., 2d sess.] 
A BILL To provide for a temporary increase in the public debt limit 


Be it enacted by the Senate and House of Representatives of the United 
States of America in Congress assembled, That, during the period beginning on 
the date of the enactment of this Act and ending on June 30, 1959, the public 
debt limit set forth in the first sentence of section 21 of the Second Liberty Bond 
Act, as amended, shall be temporarily increased by $5,000,000,000. 


[H. R. 9956, 85th Cong., 2d sess.] 
A BILL To provide for a temporary increase in the public debt limit. 

Be it enacted by the Senate and House of Representatives of the United States 
of America in Congress assembled, That, during the period beginning on the date 
of the enactment of this Act and ending on June 30, 1959, the public debt limit set 
forth in the first sentence of section 21 of the Second Liberty Bond Act, as 
amended, shall be temporarily increased by $5,000,000,000. 

The Cuarrman. Our first witness this morning is the Secretary 
of the Treasury, the Honorable Robert B. Anderson. 

We appreciate very much, Mr. Anderson, your being with the com- 
mittee this morning. You are recognized to proceed in your own way, 


but first, for purposes of the record, will you identify those associated 


with you at the witness table? 
1 
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STATEMENT OF HON. ROBERT B. ANDERSON, SECRETARY OF THE 
TREASURY, ACCOMPANIED BY JULIAN B. BAIRD, UNDER SECRE- 
TARY FOR MONETARY AFFAIRS; WILLIAM T. HEFFELFINGER, 
FISCAL ASSISTANT SECRETARY; PAUL I. WREN, ASSISTANT TO 
THE SECRETARY; ROBERT P. MAYO, CHIEF, DEBT ANALYSIS 
STAFF; AND JOHN K. CARLOCK, ACTING GENERAL COUNSEL, 
DEPARTMENT OF THE TREASURY 


Secretary Anperson. Mr. Chairman, may I first inquire whether 
members of the committee have been given copies of my prepared 
statement ? 

The Cuarman. It is our understanding that messengers have not 
yet arrived with your statement, but go right ahead. 

Secretary Anperson. I should like to introduce to the committee 
the gentlemen on my right, the Under Secretary of the Treasury, Mr. 
Julian Baird; and Mr, William T. Heffelfinger, the Fiscal Assistant 
Secretary of the Treasury, sitting behind. 

On my left is Mr. Paul I. Wren, Assistant to the Secretary. On 
the far right is Mr. Robert Mayo, the Chief Debt Analyst, and some- 
where in the room is Mr. John Carlock, who is the Acting General 
Counsel of the Treasury. 

I think, Mr. Chairman, before I begin to read this statement it 
would be desirable if we could inquire as to when the statements would 
be given to the committee, because there are some charts which I am 
sure the committee would want to look at which are attached to the 
statements. 

The Cuatrman. They will be made available, Mr. Secretary, imme- 
diately upon arrival in the room here. If you care to have me do so, 
I will alert you at the time that they are made available to us by 
your staff. Would that facilitate your situation ? 

Secretary Anperson. I simply wanted to make it as convenient as 
I could for the committee. I will go right ahead and reexplain the 
charts if they come a little bit later. 

I am glad to have this opportunity to review with the committee 
the status of the statutory limitation on the public debt. The present 
limitation of $275 billion is contained in the Second Liberty Bond 
Act, as amended, which is the current authority of the Treasury to 
issue public debt obligations. H. R. 9955 and H. R. 9956, now before 
the committee for its consideration, would provide a temporary in- 
crease of $5 billion in this limit until June 30, 1959. 

I want to make clear at the outset that the need for a debt limit in- 
crease is based on: 

1. The fact that cash balances have been running distressingly low, 
as I will show in detail later. 

2. There is need for more flexibility, for more efficient and econom- 
ical management of the debt. 

3. Even with a balanced budget there will still be large seasonal 
fluctuations in receipts which make operations under the $275 billion 
limitation most difficult. 

This request, made within the framework of our 1959 budget esti- 
mates for revenue and expenditures, emphasizes not only much-needed 
flexibility as outlined above, but takes into account contingencies 
which might develop in a world filled with uncertainties. 
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After I assumed my responsibilities as Secretary of the Treasury 
last summer, we reviewed the situation confronting the Treasury and 
became concerned with the small margin, then indicated, which would 
exist between the forecasts of our financial requirements during this 
fiscal year and the statutory debt limitation. We notified this com- 
mittee and the Senate Finance Committee that we would do all in 
our power to operate under the $275 billion limitation. At that time, 
the budget for the fiscal year 1958 still projected a surplus of more 
than $1.5 billion. Since then, as you know, increased defense expen- 
ditures, coupled with a less favorable outlook for revenues, have 
caused us to project a budget deficit of $400 million, or a net decline 
of approximately $2 billion from our position last summer. 

We have been able to discharge our obligations within the debt limit 
during the intervening period only by maintaining cash balances 
which have been distressingly low at times. We have had little or no 
margin for contingencies. e believe that with some flexibility we 
would have been better able to manage the public debt to a better 
advantage for the public interest. 

The combined cash inflow and outflow of the Treasury on all ac- 
counts during fiscal year 1957 amounted to over $400 billion. We 
disburse approximately $1.5 billion in an average 5-day week for 
budget expenditures. Our cash balance has been approximately at 
that level on several occasions. 

Here, Mr. Chairman, I should like to call your attention to chart 1, 
which is attached to the statements. The bars on the left-hand side of 
chart 1 show average monthly budget expenditures over the past 10 
years together with our estimates for 1958. The dotted line shows 
the average Treasury cash balances during those same periods. Cash 
balances during the period 1948 to 1951, as appear on the chart, were 
appreciably larger than the monthly budget expenditures, as shown 
on the left-hand side. 

In recent years, however, Treasury cash balances have been declin- 
ing while budget expenditures have been increasing. Therefore, in 
the fiscal year 1958 we estimate that the average Treasury cash bal- 
ance is sufficient to cover only about 74 percent of the average month’s 
budget expenditures, and this compares, of course, with about 140 
percent in the years prior to 1952. 

Under our Constitution, the Congress has the power to borrow 
money on the credit of the United States and this power has tradi- 
tionally been delegated to the Secretary of the Treasury. The Con- 
gress has adopted various means of exercising control over the power 
which it delegates. The power to borrow money cannot be exercised 
without regard to the powers of Congress to lay and collect taxes 
and to appropriate moneys from the Treasury. 

Prior to World War I the public debt amounted to about $114 
billion. Up to that time it was customary for the Congress to enact 
specific laws each time the Treasury was authorized to borrow money 
which was at infrequent intervals. This procedure became outmoded 
in meeting requirements for borrowing due to heavy expenditures 
in World War I. In 1917 the Treasury had general authority to 
issue bonds subject to a limitation based upon the total amounts of 
issues without regard to interim retirements. We had another au- 
thority to issue certificates of indebtedness based upon the amount 
outstanding. During the period from 1918 to 1921 the Treasury’s 
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borrowing authority was increased and extended to include authority 
to issue Treasury notes, as well as bonds and certificates of 
indebtedness. 

In 1929 the authority was further extended to permit the issuance 
of Treasury bills. In 1935, after further increases in amounts of 
borrowing authority in 1931 and 1934, the limitation applicable to 
Treasury bonds was changed from one based upon the amount of 
bonds issued to one based upon the amount of bonds outstanding. 

In 1938, the separate authorities applicable to different classes of 
public debt obligations were consolidated under one limitation appli- 
cable to all public-debt obligations outstanding under the Second 
Liberty Bond Act, as amended. The limitation established at that 
time was $45 billion, when our public debt amounted to about $37 
billion. This limit was later raised to $49 billion. 

Early in 1941, before this Nation had become actively involved in 
World War II, the debt limitation was increased to $65 billion and 
the public debt was about $46 billion. During the period from 1942 
until 1945 the debt limitation was increased each year by substantial 
amounts until it reached $300 billion on April 3, 1945, when our public 
debt amounted to about $234 billion. 

After the close of World War II, the limitation was reduced from 
$300 billion to $275 billion in June 1946. At that time our total 
debt amounted to about $268 billion, and the balance in the general 
fund of the Treasury amounted to more than $14 billion. 

Changes during these periods consistently provided larger margins 
between the outstanding debt and the successive limits than now 
exist or which would result from the temporary increase under 
consideration. 

Primarily to take care of the uneven flow of corporate tax collec- 
tions, it was necessary to increase temporarily the $275 billion debt 
limitation to $281 billion for the year ending June 30, 1955. This 
limit was continued until June 30, 1956, when the temporary increase 
was reduced to $278 billion for the year ending June 30, 1957. Since 
June 30, 1957, we have been operating under a limitation again of 
$275 billion. 

The committee may refer to table 1, which outlines these changes 
and to chart 2, which compares the debt outstanding in recent years 
with the debt limit. I should like here, Mr. Chairman, to particu- 
larly call your attention to chart 2. The Treasury operated very 
close, as you will see, to the $275 billion debt limit during the fiscal 
year 1954. There was somewhat more leeway under the temporary 
increase in the debt limit to $281 billion during fiscal 1955, but in 
fiscal 1956 the debt was close to the limit during substantial parts 
of the winter. There was a little greater margin under the limit 
a year ago, but, if you will notice, during the past months the Treas- 
ury has again been extremely close to the statutory debt limit. I 
think it is significant that you see from the chart that we normally 
have sufficient margin under the debt limit on June 30 of each year and 
that it is during the winter when the limit is the tightest. 

Total cash balances in Federal Reserve banks and commercial banks 
(tax and loan accounts) were down to $1.6 billion in mid-January, 
and are estimated to be about $1.5 billion in mid-February. Here I 
would like to explain that in order to have cash in the Federal Reserve 
banks with which to pay what we anticipate in drawings against the 
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aaa we are required to draw out of our accounts in the com- 
mercial banks (known as tax and loan accounts) sufficient amounts of 
money in advance to insure that there will be adequate cash on hand 
to meet our expected obligations. While the deposits carried in com- 
mercial banks are on demand, there are approximately 11,000 banks 
involved, and the physical problem of handling the transfer of de- 
posits from the commercial banking system to the Federal Reserve 
banks involves a lag of several days. 

As an example of our tight position, during early February our 
balances in commercial banks, less withdrawal notices, which will 
have been sent out, may be as low as $250 million—or less than an 
average day’s disbursements. 

It 1s too early to make precise day-to-day projections of our cash 
balances through March, but at present it appears it may be neces- 
sary to resort to substantial direct borrowing from the Federal Re- 
serve (if there is authority under the debt limitation) in view of 
heavy payments, including interest, and maturing securitiés due on 
March 15. 

Here I might state for the committee, as I am sure most of you 
realize, we have an authority granted by the Congress of $5 billion 
borrowing authority from the Federal Reserve bank. Proceeds from 
corporate tax collections do not become available in large volume to 
meet expenditures until March 18 and thereafter. 

One of the most serious difficulties encountered by the Treasury in 
operating under the present limitation is the problem of carrying out 
our financing in an orderly and economical manner. <A large portion 
of our public debt is made up of securities with relatively short 
maturity. More than $25 billion of Treasury bills come due within 
the next 90 days and more than $50 billion of Treasury certificates, 
notes, and bonds are coming due in the calendar year 1958. 

I should like here to call your attention particularly to charts 3 
and 4, Mr. Chairman. Chart 3 shows that our first maturity in 
calendar 1958 is on February 14 and we have some further maturities 
almost every month during the rest of the year. Maturities on the 
chart 3 total $50.2 billion, of which $21.3 billion is held by Federal 
Reserve banks and Government investment accounts. 

I should also like to point out that the figures on this chart do not 
include $3 billion of tax-anticipation bills which we expect to pay 
off in March, nor do they include $22 billion of regular 90-day Trea- 
sury bills which we normally turn over 4 times a year. 

On chart 4 there is illustrated the total volume of Treasury financ- 
ing that has taken place in recent years, which again excludes the 
$22 billion of regular Treasury bills that we roll over quarterly. The 
total, for example, in 1957 was $65 billion, of which we were able 
to extend $8.8 million beyond 1 year in 1- to 5-year notes, and $1.3 
billion in 12- and 17-year bonds. 

Some part of this short-term indebtedness is coming due each 
month, so that at all times the Treasury is faced with substantial 
refunding problems. An objective of sound fiscal policy is to extend 
the maturity of new issues whenever opportunities are available, 
so as to avoid concentrating too large a portion of the public debt 
in the area of short maturities. 


20657—58——2 
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In recent years, due to market conditions or the restrictions of the 
debt limit, opportunities to accomplish this objective have not been 
very frequent. We should be able to take advantage of opportuni- 
ties in the period ahead of us. Under the present debt limit, we 
would not be able to take full advantage of such opportunities. Dur- 
ing the past several months, we have been able to issue only relatively 
small amounts of longer maturities on two occasions. 

Those are the 12- and 17-year bonds referred to. 

The practice of the Government going frequently to the market 
disturbs not only the market for Government securities but also the 
market for corporate, State, and municipal securities, and for busi- 
nesses of all kinds. 

We should be able to conduct our operations on a scale commensu- 
rate with our needs and in accordance with the conditions which 
prevail. We should as far as possible leave the markets freer to 
absorb new financing by State and local governments and private 
businesses. 

The circumstances which I have outlined, in our judgment, require 
a prompt temporary increase in the present statutory debt limita- 
tion. We will still experience in fiscal year 1959 a continuation of 
seasonal peaks in the collection of corporate income taxes. These 
collections of corporate taxes are gradually being leveled off, but 
there are still large seasonal fluctuations. Under these circumstances, 
it is necessary for the Treasury to borrow large sums in the July- 
December period to meet expenditures, and to pay off such borrow- 
ings in the January-June period, even in years when we have bal- 
anced budgets. 

Here I should like to direct your attention to charts 5, 6, and 7. 
Chart 5 I think shows quite vividly the seasonal peaks and valleys 
of the Federal budget which indicates the extent of which heavy 
Treasury borrowing is required during each July through Decem- 
ber period in anticipation of a budget surplus in the following spring. 

Chart No. 6 is illustrative of the fact that there is no marked sea- 
sonal movement in budget expenditures, but if you look at chart 7 
in relationship to chart 6 you see the big seasonal swing in the Gov- 
ernment’s deficit or surplus position. Tt grows out of the way in 
which taxes flow into the Treasury. 

As I have said, some of this unevenness is being ironed out slowly 
as a result of the corporate tax collection change under the Revenue 
Code of 1954, but still it has a way to go. 

It is difficult to make precise month-to-month forecasts which re- 
flect all operations of the Government, including collection of a great 
many types of revenues, the rates of expenditures under the pro- 
grams of each agency, the issue and retirement of our public-debt 
obligations, and all of the multitude of operations reflected in the 
total inflow and outflow of the Treasury. We have, however, made 
estimates of the public debt and cash balances which are based upon 
our best judgment as of the moment, and I am submitting for your 
information these figures in the attached table 3. These figures as- 
sume maintaining midmonth and end-of-month cash balances of $3.5 
billion and for an allowance of $3 billion for flexibility in financing 
and for contingencies. 
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We want to reemphasize that we are now at the period of the year 
when the Treasury finds itself in a most difficult position and at a 
time when we are facing major financing operations. We respect- 
fully urge, therefore, that the Congress give prompt consideration 
to this matter. 

I would like most strongly, Mr. Chairman, to say that we of the 
Treasury assure you and the members of this committee and the Con- 
gress that we will exert all of our abilities to achieve the utmost 
economy in governmental operations and to manage the public debt 
as best we can in the national interest. 

(The charts and tables referred to by the Secretary follow :) 


TABLE 1.—Debt limitation under sec. 21 of the Second Liberty Bond Act, as 
amended—History of legislation 
Act of— 
Sept. 24, 1917: 
Sec. 1 (40 Stat. 288), authorized bonds in the amount 


06 sirieesnien Behn phn iengh Ne gaara Tissier ite arena hai * $7, 538, 945, 400 
Sec. 5. (40 Stat. 290), authorized certificates of in- 
debtedness outstanding (revolving authority)..... 74,000, 000, 000 
Apr. 4, 1918: 
Amending sec. 1 (40 Stat. 502), increased bond au- 
RhOPEY Ciipinccescien seid nentieetietnaiathabaiasinn treet * 12, 000, 000, 000 
Amending sec. 5 (40 Stat. 504), increased author- 
ity for certificates outstanding to_._......-.---.- * 8, 000, 000, 000 
July 9, 1918: 
Amending sec. 1 (40 Stat. 844), increased bond au- 
THOTIEY C0 nose peiniteccigusnsenia dikes cicaked eae ode * 20, 000, 000, 000 
Mar. 3, 1919: 
Amending sec. 5 (40 Stat. 1311), increased author- 
ity for certificates outstanding to_....._._.-.-.--. 7 10, 000, 000, 000 
New sec. 18 added (40 Stat. 1309), authorized notes 
in the amétnt’ off! 22 023 AU lid +7, 000, 000,000 


Nov. 23, 1921: 
Amending sec. 18 (42 Stat. 321), increased note 
authority to outstanding (establishing revolving 
authority) oi 2s ee be * 7, 500, 000, 000 
June 17, 1929: 
Amending sec. 5 (46 Stat. 19), authorized Treasury 
bills in lieu of certificates of indebtedness, no 


change in limitation for the outstanding____.-_- ? 10, 000, 000, 000 
Mar. 8, 1981: Amending sec. 1 (46 Stat. 1506), increased 
bond authofty ¢o220_ lo a PR a +28, 000, 000, 000 
Jan. 30, 1934: Amending sec. 18 (48 Stat. 348), increased 
authority for notes outstanding to_...._._._..--_--__ ? 10, 000, 000, 000 
Feb. 4, 1985: Amending sec. 1 (49 Stat. 20), limited bonds 
outstanding (establishing revolving authority) to... * 25, 000, 000, 000 


New sec. 21 added (49 Stat. 21) consolidated au- 
thority for certificates and bills (sec. 5) and authority 
for notes (sec. 18). Same aggregate amount out- 
wb sk i ise rice cheg aid bald enteclishitementdlitten dite * 20, 000, 000, 000 
(New sec. 22 added (49 Stat. 21) authorized United 
States savings bonds within authority of sec. 1.) 
May 26, 1938: Amending secs. 1 and 21 (52 Stat. 447), con- 
solidated in sec. 21, authority for bonds, certificates 
of indebtedness, Treasury bills and notes (outstand- 
ing bonds limited to $30,000,000,000). Same aggregate 
total outsteiiie@in. sui ce a Lal * 45, 000, 000, 000 


See footnotes at end of table. 


— 


arta eee sat 
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TABLE 1.—Debt limitation wnder sec. 21 of the Second Liberty Bond Act, as 


amended—History of legislation—Continued 


Act of—Continued 


July 20, 1939 (53 Stat. 1071) : Amending sec. 21, removed 
limitation on bonds without change total authorized 
outstanding of bonds, certificates of indebtedness, 
Prenery Bills. BRO DOG bine cccineiricicneltbaenvine an 

June 25, 1940 (54 Stat. 526) : Sec. 302, sec. 21 of the Sec- 
ond Liberty Bond Act, as amended, is hereby further 
amended by inserting “(a)” after “21.” and by adding 
at the end of such section a new paragraph as follows: 

“(b) In addition to the amount authorized by the 
preceding paragraph of this section, any obligations 
authorized by sections 5 and 18 of this Act, as amended, 
not to exceed in the aggregate $4,000,000,000 outstand- 
ing at any one time, less any retirements made from 
the special fund made available under section 301 
of the Revenue Act of 1940, may be issued under 
said sections to provide the Treasury with funds to 
meet any expenditures made, after June 30, 1940, for 
the national defense, or to reimburse the general fund 
of the Treasury therefor, any such obligations so 
issued shall be designated ‘National Defense Series’.’’_ 

Feb. 19, 1941 (55 Stat. 7) : Amending sec. 21, to read ‘“‘Pro- 

vided, That the face amount of obligations issued under 
the authority of this Act shall net exceed in the aggre- 
gate $65,000,000,000 outstanding at any one time.” Elim- 
inates separate authority for $4,000,000,000 of national 
I RESO THRE one bend eee pono 


* 4, 000, 000, 000 


Mar. 28, 1942, (56 Stat. 189) : Amending sec. 21, increasing . 


limitation to $125,000,000,000___._..-..-_....._____-_- 
Apr. 10, 1943, (57 Stat. 63) : Amending sec. 21, increasing 
limitation to $210,000,000,000__.._.___----__-___-_-__- 
June 9, 1944 (58 Stat. 272): Amending sec. 21, increasing 
limitation to $260,000,000,000__.................-.... 
Apr. 3, 1945 (59 Stat. 47): Amending sec. 21 to read: 
“The face amount of obligations issued under authority 
of this Act, and the face amount of obligations guaran- 
teed as to principal and interest by the United States (ex- 
cept such guaranteed obligations as may be held by the 
Secretary of the Treasury), shall not exceed in the aggre- 
gate $300,000,000,000 outstanding at any one time.”_____ 
June 26, 1946 (60 Stat. 316) : Amending sec. 21, decreasing 
limitation to $275,000,000,000 and adding, “the current 
redemption value of any obligation issued on a discount 
basis which is redeemable prior to maturity at the option 
of the holder thereof shall be considered, for the purposes 
of this section to be the face amount of such obligation.”’_ 
Aug. 28, 1954 (68 Stat. 895): Amending sec. 21, effective 
August 28, 1954, and ending June 30, 1955, temporarily 
increasing limitation by $6,000,000,000____.__._.____-____ 
June 30, 1955 (69 Stat. 241) : Amending Aug. 28, 1954 act, 
by extending until June 30, 1956, increase in limitation 


temporarily increasing limitation by $3,000,000,000 for 
— beginning on July 1, 1956, and ending on June 30, 
Dns 00 <a Peete OG OG GG Gos o3 es 


1957: Effective July 1, 1957, temporary increase terminates 


and limitation reverts, under act of June 26, 1946, to__ 


1 Limitation on issue. 
2 Limitation on outstanding. 
* Limitation on issues less retirements. 


* 125, 000, 000, 000 
* 210, 000, 000,000 
* 260, 000, 000, 000 


* 300, 000, 000, 000 


* 275, 000, 000, 000 


* 281, 000, 000, 000 


* 281, 000, 000, 000 


* 278, 000, 000, 000 
* 275, 000, 000, 000 
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TABLE 2.—Marketable maturities, January 1958 through December 1958 * 
{In millions] 








Matu- Total amount 
rity Security (issue date) outstanding, 
date, Dec. 31, 1957 
1958 

Fob. 14 | Bé-perceint certificate (Feb. 18, 1007)... doncnscccuccnncccpsccnkscnnanwonsasseuet $10, 851 
Wer: 36 5 S6-pereent bowed Chae B WG)... ok. hn nn ces eecwanhaccsgnenscesdnsncwedh j + 1,449 
Apr. 1 | 134-percent exchange note (Apr. 1, 1953). .............22--.- 2-22 25 -ne enw een nnn nse 383 
1S NE ee CE I, BI ines tee chains cudsilocencennsababehscaubantaa@neenda 1, 751 

BB 5 Be-RP, GOCE COON Be COE iret pen ine n cnccontndvbeciupacancantnawasate . 2, 351 

June 15 | 2%-percent note (Dee. 1, 1955)___._-- CFA bdiinaceccanbiashbehnwsibeemsaghpbeainii 4, 392 
EO F See QOC CN ie Na I oordig oi soo ino no en once caednddcewahganauducapatnad 4, 245 

15 | 2%-percent bond of 1958-63 (June 15, 1938) !_......-.....-------------------2---- 919 

Aug. 1 | 4percent certificates Aus. 1, 1007). ... .. ~~ 20 <n cde dae eos s0ugede--.5bekaee 11, 519 
Oct. 1 | 1)4-percent exchange note (Oct. 1, 1053)_.......--.-..-4ss--2-- 2s sshcl.---.---2-- 121 
Dec. 1 | 3%-percent certificdte (Dec. 1, 1067)... 2 dnnccnsdunctoctnbesonsducanccdeecodee 9, 830 
18 } 234-percent bond Geb. 15, 1983)... oni celdins ob bcek halen dene Sgube. " 2, 368 
TOE .c-cncidpeoncaccccennsupensaqepaesaanedaunnh tush kpeubbebioaiakcanentive 50, 179 





1 Partially tax exempt; callable June 15, 1958. 
2 Excludes $22,100,000,000 of regular weekly Treasury bills and $3,000,000,000 tax-anticipation bills due 
Mar. 24, 1958. 


TABLE 3.—Forecast of cash balance and debdt, fiscal year 1959, based on constant 
operating cash balance of $3,500,000,000 (excluding free gold) 
{In billions} 


Operating | Allowance 
| balance, Fed-| to provide 














| eral Reserve | Public debt | flexibility in | Total public- 

| banks and subject to financing debt limita- 

depositaries limitation and for tion required 

(excluding contingencies 
free gold) 

1968—July 15................. $3. 5 | $271.6 $3 $274. 6 
WE Oa osc denen cacaneousananscccheineset 3.5 272.6 3 275.6 
PPE i sthcsacnicoseneicktatwissamnanene 3.5 273. 5 3 276. 5 
PR a eS ie fe ae el 3.5 273. 6 3 276. 6 
BOs ABs. oceans. chee L Eb shan eee 3.5 75. 2 3 278. 2 
Sept. 30....-.. secstcattede eels cae 3.5 271.3 3 74.3 
A SR priser te. Sabet 3.5 273.4 3 276. 4 
OG Metso ci aReeeeeAeetowekees 3.5 274.7 | 3 277.7 
Nov. 15..-.-- ; ninedisinpeaiiell 3.5 275.3 3 278.3 
Vs dace sdsnud 7. ‘ | 3.5 275.0 | 3 | 278. 0 
Dec, 15 a icanie 3.5 | 277.1 3 | 280. 1 
Dec, 31 3.5 | 75.3 3 278.3 
1959—Jan. 15 3.5 76.9 3 279.9 
PE iiincnncimaaeamnearemns damien | 3.5 | 276. 1 3 279.1 
Feb. 15... Sitiithaintaiains nsec cele 3.5 | 276.8 3 279.8 
Feb. 28... ‘ wil . eee | 3.5 275.4 3 278.4 
Bs Dn ceed asen was a | 3 5 276.6 3 | 279.6 
EE, Os Sanka stccnen pie bases teiies ina sel 3.5 271.3 3 274.3 
BPE. Thien nctcaipi etyieath pdobdeas | 3.5 272.8 3 275.8 
Mae. OD... lag Binkee- Lakactonricmoenntel 3.5 | 273.1 3 276. 1 
May 15...-- concent phi ech endeccets 3.5 | 273.4 3 276.4 
May 81....- seek eae hclchk eee 3.5 | 273.1 3 276 1 
June 15_..-. qucihinbeledgihite Mess sal 3.5 | 274.9 3 77.9 
June 90........<... 5c sscc nce en eee 3.5 269. 3 3 272.3 








‘ Note.—When the 15th of a month falls on Saturday or Sunday, the figures relate to the following business 
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Chart t 





THE TREASURY CASH BALANCE PROBLEM 








Monthly Averages. Fiscal 1948-58 Operating Cash Balance as % of 


Budget Expenditures 
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Chart 3 
MARKETABLE MATURITIES IN 1958 
Excluding Regular and Tax Anticipation Bills 
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Chart 4 


VOLUME OF TREASURY MARKET FINANCING 
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Ghart 5 
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Chart 7 
-= 
Fiscal Years 1955-59 
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The CuarrmMan. Mr. Secretary, we thank you for your statement. 
It was a very fine statement of the present situation and the need 
that exists for prompt consideration of the proposal before the com- 
mittee this morning. 

Without objection, the tables and charts appended to the Secretary’s 
statement will be made a part of the ieeoke immediately following 
his statement. 

Are there any questions? 

Mr. Reed will inquire, Mr. Secretary. 

Mr. Reep. I would like to compliment you on your very fine state- 
ment. From what I understand, the reason you want now a $5-billion 
extension of the debt is so that you will not be held down to too close 
a margin when you go into the financial market. Isn’t that true? 

Secretary Anverson. There are three reasons, Mr. Reed. One, we 
believe that we should, for practical purposes, have larger margins 
for operating purposes between the debt requirements and the require- 
ments that are imposed on the Treasury, and then we believe that there 
should be increased flexibility for our financing operations, as I have 
outlined. Finally, we think there should be some room for contin- 
grnsee, living in the kind of world that we do, that we simply can’t 
oresee. 

Mr. Reep. Is it not true that if you do not have the flexibility you 
request when you go into the financial market, you are at a dis- 
advantage ? 

Secretary Anperson. We do not believe that we can do as good a 
job in the management of the debt under these circumstances. Let 
me illustrate. 
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For example, if we go into the market to refund an outstanding 
issue, regardless of the terms of the new issue, we have to take into 
consideration the fact that just in the normal course of business certain 
holders of these securities will need cash and that therefore there will 
be attrition. So long as the debt margin is very narrow we have to 
carefully consider what the attrition will be so as to not take too great 
a risk, and then we have to be prepared if the attrition is substantially 
large to go back into the market in a very short time, and before there 
has been a complete distribution of the securities previously offered, 
in order to raise cash for the Treasury. 

This, of course, simply means that we are back into the market 
shortly after a large refunding issue with some additional require- 
ments of shorter-term securities in order to provide cash and this im- 
poses, as I pointed out, difficulties not only so far as market operations 
of the Treasury are concerned, but it imposes additional difficulties for 
businesses, States, and municipalities. 

Mr. Reep. Thank you very much. 

The Cuarmman. Mr. Forand will inquire, Mr. Secretary. 

Mr. Foranp. Mr. Secretary, you have been operating, according to 
information given this morning, very close to the ceiling of the public 
debt and apparently it has been necessary for you to use short-term 
issues. If the debt limit is raised as suggested here would that en- 
able you to get away from a lot of short-term issues? 

Secretary ANperson. Mr. Forand, the extent to which we would 
be able to extend maturities would depend in part upon market con- 
ditions. We believe, however, that there should be a sufficient lati- 
tude between our requirements in the debt limitation so that when 
those opportunities present themselves and we believe that there is an 
opportunity of extending the debt, we are able to take as full an ad- 
vantage of that opportunity as possible. We would hope that such 
opportunities would present themselves and that we would be able 
by the extension to secure some better balance. 

Mr. Foranp. If you did that wouldn’t that save a lot of money 
on interest? You pay a higher rate of interest on your 90-day bills 
than you have to on the longer maturity issues? 

Secretary Anperson. No; I would not think normally that you 
would pay higher interest on short-term than longer term securities. 

Mr. Foranp. I want to clear that point up because it has been raised 
with me. 

Secretary Anperson. Interest charges frequently have a relation- 
ship to the time for which the money is borrowed. This is not uni- 
versally true, as you will see from the Treasury financing of last 
September. 

We had a level rate of interest for money that was borrowed for 1 
year, for 5 years, and for 12 years, but this was due to the fact, in 
our judgment, that you have different kinds of markets which absorb 
different kinds of securities, and while it was a rather unusual cir- 
cumstance, it did point up the fact that interest was not the sole 
governing situation of the willingness of investors to absorb some of 
the securities. 

Mr. Foranp. In other words, much depends on the market condi- 
tion at the time you have to go into the market? 

Secretary Anperson. Yes; that is certainly the primary considera- 
tion, the condition of the market. 
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Mr. Foranp. Thank you very much. 

The Cuarrman. Mr. Simpson will inquire. 

Mr. Srmpson. Mr. Secretary, I have never been able to understand 
why there is such a tremendous concern about the debt limit, inas- 
much as all you use the money for is to pay bills and the bills are the 
result of appropriations which are made by the Congress. Why is 
there a hesitancy in requesting authority to increase? 

Secretary Anperson. Mr. Simpson, of course what we do in the 
Treasury is to pay the checks for the bills which are drawn against 
us for operations of the Government, or for investment, or for pur- 
chases by all of the agencies of the Government, as you have indi- 
cated. I am sure that the existence of the debt limitation results 
from the fact that the Constitution gives the Congress the power to 
borrow money. 

The Congress has traditionally delegated that responsibility to the 
Secretary of the Treasury. They have over the years utilized various 
means of controlling the powers which they have delegated. For my 
part I think it is entirely healthy that from time to time the Congress 
review the debt limitation because implicit in that review is a review of 
the way in which we are managing the debt and the way in which 
expenditures are being made and how we are meeting the expenditures 
of the budget. 

Mr. Stmpson. However, of course that could be done without re- 
spect to the question of increasing the debt limitation. 

Secretary Anperson. It could; yes. 

Mr. Stmpson. So the question in my mind remains, Is there a real 
relationship between the authority to borrow additional money and 
the administration’s policy with respect to spending ? 

Secretary Anperson. I am quite sure that the Treasury will always 
pay all of the obligations against it under the authority of the appro- 
priations of the Congress and, as you indicate, whether or not there is 
a debt limit of one size or another. If it were necessary in order for 
us to discharge that responsibility to call the attention of the Con- 
gress to the debt limitation under unusual circumstances we would 
certainly do so. 

Mr. Stmpson. That is the reason you are here now. 

Secretary Anperson. That is correct, sir. 

Mr. Srtmpson. I suppose it is unnecessary to ask, but I will ask it 
anyway for the soem Do you believe that the requested increase 
here is sufficient in the light of all your knowledge to permit efficient 
management of the debt for the foreseeable future ? 

Secretary Anperson. We have, Mr. Simpson, very diligently stud- 
ied the problem with the idea of making our request of the Congress 
adequate, yet not excessive, and trying to be as prudent as possible in 
asking that the limitation be increased. 

Mr. Stmpson. And the granting of the authority for the increase to 
you, as I understand it, is not in any sense an invitation to unwise 
borrowing or unwise spending ? 

Secretary Anperson. We would hope that we would be able to 
achieve better balance in the debt structure which would be in the 
public interest so far as the management of the debt is concerned. 

On the expenditure side, I would certainly regard this as no invita- 
tion for any agency of the Government to spend money except in the 
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most economical manner, and te the extent to which the Treasury can 
be influential in that respect we would certainly want to exercise and 
exert our influence to insure the economical expenditure of funds. 

Mr. Srxreson. Thank you. 

That is all, Mr. Chairman. 

The Cuarrman. Mr. Boggs ? 

Mr. Boggs will inquire, Mr. Secretary. 

Mr. Boaeés. Mr. Secretary, I was interested in the brief history you 
have given us relative to the various actions taken by the Congress in 
establishing the debt limit and then raising it from time to time. At 
the beginning of World War II the limit was $65 billion, approxi- 
mately or what was it? You have it there somewhere. 

Secretary Anperson. The debt limitation in early 1941 was $65 
billion and the public debt then outstanding was $46 billion. 

Mr. Boaes. And at the end of World War II the limitation was 
$300 billion and the debt outstanding was how much ¢ 

Secretary Anperson. At the close of World War IT the debt limi- 
tation was $300 billion, on April 3, 1945, and our public debt on the 
same day was $234 billion. Therefore this would be the difference be- 
tween April and August. 

Mr. Boges. So that even if we increase the limit to $280 billion it 
is substantially less than the limitation existing at the end of World 
War II, is that not correct ? 

Secretary Anprerson. Yes. It would be $20 billion less than the 


high. 

Mr. Boees. What was the national debt at the begining of the 
Korean conflict ? 

Secretary Anperson. The debt limitation was $275 billion and the 
public debt outstanding was approximately $257 billion in June of 
1950. 

Mr. Boges. $257 billion ? 

Secretary Anperson. Yes. 

Mr. Boces. And what were the figures at the conclusion of the 
Korean conflict ? 

Secretary Anperson. The limitation was the same, $275 billion. 
The debt outstanding was approximately $266 billion. 

Mr. Bocas. Therefore, there was only a net increase of about $9 
billion in the debt during the period of that conflict ? 

Secretary Anperson. In the amount outstanding subject to debt 
limitation, yes, sir. 

Mr. Boces. Which indicates that most of that additional expendi- 
ture was fmanced by current revenues. 

Secretary Awperson. Yes. 

Mr. Bocas. Since Korea we have raised the debt limitation 3 times 
temporarily and it is now back to $275 billion; is that correct? 

Secretary Anperson. Yes, it is $275 billion. 

Mr. Boces. Therefore, there has been no actual increase since Korea 
in the total amount of $275 billion ? 

Secretary Anperson. There has been the fluctuation trom year to 
year. 

Rs Boces. Yes, I understand, but the limitation today is still $275 
illion. 


Secretary ANpERSON. Yes. 
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Mr. Boees. Of course if we run into a deficit situation the question 
now arises as to whether or not we will pursue an economic course of 
reducing taxes to stimulate business activity, which was discussed here 
at some length yesterday, or whether or not the deficit will have such 
an inflationary tendency that there will be such a large increase in 
activity dollarwise that it will be almost essential that this deficit be 
financed by increased taxation. Would you care to express a prefer- 
ence on which one of those probabilities you prefer ¢ 

Secretary Anpgerson. Mr. Boggs, I would not like to express opin- 
ions on what are hypothetical situations. As I indicated yesterday, it 
seems to me that the wisest course for this country to pursue is to 
exercise every ability to pay for its expenditures out of its current 
operations and not add to its outstanding debt. 

I think, on the other hand, that we can not foreclose the possibility 
of the Government taking whatever action under conceivable cir- 
cumstances would be required. I do belie¥e confidently that if our 
projections of budget expenditures are reasonably close to actual 
figures there will be a sufficient revenue to meet those responsibilities 
in the belief again that we will have the return of expansion and 

rowth to our economy. I think all of us in Government and private 
usinesses owe a responsibility to try to bring this about. e will 
simply have to look the facts in the eye as they unfold before us. 

Mr. Boses. In that connection, Mr. Secretary, my recollection is 
that the President’s budget request for fiscal 1958 was about $72 
billion. Is that approximately correct for last year ? 

Secretary ANperson. Approximately so, yes, sir. 

Mr. Boaes. The Congress in the first session of this Congress voted 
I believe about $67 bition of new authorizations. Is that approxi- 
mately correct ? 

Mr. Mason. $67 billion. 

The Cuamman. The actual reductions, as I recall, voted by the 
Congress and estimates were about $4.9 billion under the President’s 
estimates. 

Mr. Boees. Yesterday we voted a half billion dollar supplemental, 
which would take up a half billion dollars of that. This question 
probably should be directed to Mr. Brundage. 

What are the estimated supplementals and deficiencies now for 
1958 ? 

Secretary AnpErson. I don’t have them before me, 

Mr. Boees. I could get them for you. 

(The amount is $6.6 billion. See statement by the Director of the 
Budget, p. 38.) 

Mr. Boces. In any event, I think it indicates a substantial increase 
over the $67 billion which we voted. 

Secretary Anprrson. Yes, it does. 

Mr. Boces. And it will probably end up being approximately what 
the President requested early last year, which brings me to my final 
question. 

Do you feel that you need this increase for fiscal 1959 as well as 
fiscal 1958 ? 

Secretary Anperson. Yes, Congressman Boggs. Let me point out 
that we very frankly are asking for an amount of increase which is 
larger than an amount which we would deem essential to simply pay 
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our bills if our projected expenditures and projected — were 
reasonably close. We believe that in the management of a debt 
of this size, having as it does an effect upon the ability of the cities, 
towns, school districts, States, business, and everybody else to bor- 
row in the same market, we ought to have sufficient flexibility so as 
to achieve the best balance that is possible under market conditions 
and leave the market as free as it can be to provide funds for busi- 
ness purposes. Then we recognize that in a country like ours and in a 
worth like ours there are just always the possibilities of contingencies 
that we can’t spell out—we don’t know them—but that there ought 
to be some reasonable level that those contingencies would be pro- 
vided for as well as the flexibility. 

Mr. Boces. Thank you, Mr. Secretary. 

As a matter of fact, I think we would probably be better off if we 
had voted it this last summer, but of course you did not request that 
action. I think you would have more flexibility in the fall. I imagine 
it has been rather difficult. 

Thank you very much. 

The Cuatrman. Mr. Kean will inquire, Mr. Secretary. 

Mr. Kean. Mr. Secretary, what you were just saying to Mr. Boggs 
in effect is that as the Government is the largest borrower in the 
money market, what rates the Government is able to establish through 
flexibility would affect the cost to every other borrower in the United 
States. That is the reason, because the Government is the biggest 
borrower in the entire money market. 

Secretary Anperson. The Government is of course the biggest bor- 
rower. On the other hand, we do not try to fix interest rates, but 
to secure for the benefit of the country as we borrow the best rate 
that is available in the market. 

Mr. Kean. And you feel that being able to take the opportunity 
when the market happens to be favorable by this flexibility you will 
be able to secure the best rate for the Government and thereby as 
that affects all the rest of the borrowing it will aid other borrowers 
in getting the best rate? 

ecretary Anperson. We are concerned not only with taking ad- 
vantage of the most favorable rates that the market may produce, 
but we are concerned also with achieving as best we can some balance 
between long-term and short-term securities so that we would at 
least have as an objective going to the market with less frequency. 

Mr. Kean. Which disturbs the market less. 

Secretary Awnperson. If, for example, the business community 
knows that we are going to the market frequently with large issues, 
then they have more difficulty in securing a part of the investment 
capital of the United States in advancing their own business. 

Mr. Kran. I have been looking at your table 3. That is the table 
giving the amount of borrowings you have every month. 

Am T not correct in saying that if Congress at this session spends 
considerably more money than the budget provides or if the income 
in the 1959 fiscal year is considerably less than the somewhat opti- 
mistic statement which was made in the budget, you are going to be 
in trouble again in the fall of 1959? 
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Secretary Anperson. The extent to which expenditures are in- 
creased over our forecast and the extent to which budget receipts are 
less, penne is just that much accentuated. 

Mr. Kean. They won’t affect very much the present situation on 
account of the fact that less revenues and the less spending probably 
will be affected more a year from now than immediately, so that the 
time that you would get probably in trouble, if you get in trouble, 
would be in the autumn of 1959. L 

Secretary Anperson. Certainly we can have more confidence in the 
kinds of projections which we make in the next 6 months than we 
would make 17 or 18 months ahead. 

Mr. Kean. The showing up of less revenue, if it was less than that 
estimated by the President, would not come in there until the tax 
receipts of a year from now, and if we voted money for various 
things in the Congress, probably the spending would not be imme- 
diate. It would be 6 months to a year from now. 

Secretary ANpERsON. Yes, sir. 

Mr. Kean. So 1959 would be the period. 

Thank you. ; 

The Cuarrman. Mr. Harrison will inquire. 

Mr. Harrison. Mr. Secretary, yesterday we were discussing the 
budget estimates for 1959 and you told me those estimates were 
higher than the current fiscal year revenue or receipts figures. How 
much higher are they? Can you tell me that, sir? 

Secretary Anperson. $2 billion dollars. 

Mr. Harrison. If those estimates prove to be correct would it be 
necessary to increase the limitation by $5 billion ? 

Secretary Anverson. If the estimates of revenue prove to be cor- 
rect and if the estimates of expenditures prove to i correct, then 
we would not require the total of $5 billion just in order to meet the 
payment of our bills. We very honestly are asking for an amount 
of money above what we think would be required to meet our bills 
under those projections in order to provide some flexibility in the 
debt management situation and to provide against contingencies. 

Mr. Harrtson. This request, then, am I correct in my understand- 
ing, is based on the assumption that the estimated revenue and ex- 
penditures for 1959 will be as they are estimated in the budget? 

Secretary Anperson. Yes. We assume that the projections which 
we have made will be carried out and we then ask for an amount to 
meet not only our expenditures but also to provide a margin for 
flexibility in debt management and for contingencies. 

Mr. Harrison. If your estimates are inaccurate in that either the 
revenue is not as large as anticipated or the expenditures are larger 
than anticipated, in either event will it be necessary for you to ask 
for an additional increase in the debt limitation ? 

Secretary Anperson. It would depend upon the size of the increase 
in expenditures and the fall-off in revenues. 

Mr. Harrison. Assuming the revenue is no larger than this year, 
will it then be necessary ? 

Secretary Anverson. There are two things I would like to point 
out to you. One is, regardless of the size of the total collections over 
the year, we would still have difficulties on account of the way in 
which the taxes flow into the Treasury and the expenditures flow out. 








20 DEBT LIMIT OF THE UNITED STATES 


As you will notice on this chart 5, you could over the year have debt 
problems regardless of whether your revenues were up or down, but 
if I gather from your question that if you did not have the $2 billion 
increase as to whether or not you coe require the whole $5 billion 
in debt limitation again it would be difficult to know what the swin 
would be. However, I would say that generally we would not col 
the total $5 billion simply to get by and pay our bills, We would still 
need it in order to adjust the swings and provide for the debt manage- 
ment problems and contingencies. 

Mr. Harrison. Do I understand then if the revenues for 1959 are no 
larger than 1958, you do not anticipate the necessity of asking for a 
further increase later in this calendar year ? 

Secretary Anperson. I would not say that necessarily it would fol- 
low because it would depend on the adjustments made in the budget 
by the Congress during its hearings and would depend also on what 
we would anticipate the seasonal fluctuations would be. 

Mr. Harrison. In other words, then, you do not think you could get 
by on a $3 billion increase now with the understanding that you come 
back later for an additional increase if you need it ? 

Secretary Anperson. If by getting by you mean, sir, could we pay 
our bills, I think for a while we could get by. I do not think that 
it gives us the kind of flexibility that we would need in the debt 
management, and I think that it would not provide any adequate 
margin or reasonable margin for any contingencies or things which 
we would not be able to expect. 

Mr. Harrison. Yet, though, Mr. Secretary, you say that your reve- 
nue is $2 billion off, that wouldn’t require you to come back and ask 
for a further $2 billion increase at that time. 

Secretary Anprerson. Above the $5 billion. 

Mr. Harrison. I don’t understand why if that is true it is necessary 
for you to have more than $3 billion. If you can get by a $2 billion 
drop in your revenue estimate without increasing the proposed $5 
billion, then why doesn’t it follow that if your estimates do prove to 
be right you could manage with a $3 billion increase now ? 

Secretary Anprrson. I want to point out that what we are trying 
to provide in the $5 billion increase is the ability to pay our bills 
under this projection and to provide for both flexibility and con- 
tingencies. I don’t think that I could, and I would not intend to, be 
entirely categorical and say that if the $2 billion did not come into 
the Treasury we would not have to ask for some increase because again 
it would depend on what the swing would be in the seasonal operation. 
I simply wanted to point out that in asking for the $5 billion we are 
not asking for it simply on the ground that we need this full amount 
under our projection for purposes of paying bills. 

Mr. Harrtson. Pursuant to Mr. Simpson’s thought, it is important 
to keep this debt limitation as low as possible to prevent deficit financ- 
ing, isn’t it? 

eee can be no deficit financing beyond the debt limitation, can 
there ¢ 

Secretary Anprerson. We cannot issue obligations of the Govern- 
ment subject to the debt limitation without permission of the Con- 
gress to raise it. 
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Mr. Harrison. Therefore, if we keep the debt limitation as low as 
possible and the Congress goes on notice, when it enters into a period 
of deficit financing it has to raise the debt limitation to do so, isn’t 
that correct ? 

Secretary AnpEerson. Whether or not you are in a deficit financing 
position would depend on whether you spend more in the current 
year than you take in in revenues in the current year. 

Mr. Harrison. If you don’t have it you can’t borrow it. 

Secretary Anperson. But you cannot issue the obligations of the 
Government subject to the debt limitation beyond the amount that 
Congress authorizes. 

r. Harrison. Isn’t it also true that under existing law debt limita- 
tion is about the one way that this Congress can retain some control 
over its managers ? 

Secretary Anprerson. The Congress I think of course has a control 
over expenditures by the provisions which you write into the appro- 
priations bills and by the amounts that are appropriated for various 
purposes. On the other hand, as I indicated, I certainly believe it is a 
wise thing for the Congress from time to time to review with us the 
debt limitation. 

Mr. Harrison. Congress, you know, last year, as Mr. Boggs pointed 
out, undertook to reduce Government expenditures by reducing ap- 
propriations some $5 billion. However, instead of having any reduc- , 
tion in expenditures the expenditures exceeded the original recom- 
mendation by about a billion dollars, making a difference between the 
congressional appropriations and expenditures of about $6 billion. 

Secretary Anperson. The appropriations which are being referred 
to of course are the new obligational authorities which were granted 
by the Congress. Expenditures, while affected by those, are not always 
controlled by them because of the amounts which are carried over, as 
the Congressman knows. 

Mr. Harrison. We found that out very sadly. 

Getting down to cases, for instance, do you know what the expendi- 
tures this year will be on the mutual security program ? 

Secretary Anverson. I do not have those figures before me, Con- 
gressman. I would be glad to supply them. 

(This item is included in the President’s budget in the amount of 
$3,749 million, including military assistance. ) 

Mr. Harrison. Congress reduced the present amount considerably, 
but the expenditures went right on, isn’t that correct ? 

What I am leading up to is that this is one method of keeping pretty 
tight control on the amount of the authorized Government debt. This 
is one method open to the Congress to exercise its power over the purse. 

Secretary Anperson. It is the power of Congress and, as I said in 
my statement, traditionally the delegation of authority which has been 
given to the Secretary of the Treasury by the Congress has been con- 
trolled by various means and this is one of them. a 

Mr. Sikommoni And if the debt limit is held rigidly down it would 
perhaps be somewhat of a brake on Congress itself as to the amount 
of appropriations this year, with the knowledge that the debt limita- 
tion would have to be increased. 
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Secretary Anperson. I am sure in making judgments as to amounts 
of appropriations the Congress always bears in mind the amount of 
debt fon tibtinine, 

Mr. Harrison. Thank you. 

Thank you, Mr. Chairman. 

The Cuarrman. Mr. Mason will inquire. 

Mr. Mason. I ask unanimous consent to read into the record a tele- 
gram I just received from New York which expresses my opinion in 
this matter more effectively than I could do it myself. 

The CHatmrman. The gentleman doesn’t have to have unanimous 
consent to do that, but he can have it if he wants it. 

Mr. Mason. All right. 

Mr. Smrrson. I would like to say that the gentleman can express 
himself very clearly without the telegram. 

Mr. Mason (wendiaia) : 


The National Economic Council completely opposes the raising of the debt 
limit by so much as a dollar. Federal debt and taxes have produced the present 
recession, now rapidly generating into a depression. Evidence submitted by 
many witnesses last Monday when I testified on tax reduction indicated that for 
many corporations taxes are so high it is impossible to make enough money after 
taxes even to replace equipment wearing out. 

We may expect the depression to deepen until a substantial plan of tax re- 
duction is adopted. Recent reduction of margin requirements on the New York 
Stock Exchange from 70 to 50 percent was a trivial palliative, as market trends 

®*yesterday showed. Two things are necessary for an American survival; first 
the necessary weapons, and secondly, the restoration of the American economy. 
As a Nation we will not be safe without both. Hence, we urge the committee 
and the Congress to take immediate steps to cut out unnecessary spending and 
to reduce taxes as a stimulus to the whole economy. That is the way to get 
the necessary cash. 

It is signed Merwin K. Hart, president of the National Economic 
Council. 

The Cuamman. Does that conclude your statement ? 

Mr. Mason. Yes, sir. 

The Cuarrman. Mr. Karsten will inquire, Mr. Secretary. 

Mr. Karsten. Mr. Chairman, I would like to commend the Secre- 
tary for his statement. It is one of the finest historical presentations 
of the national debt I have heard. It demonstrates to me, however, 
that this Nation’s debt ceiling over the past decade or so has simply 
been fiction. We change it as we go along. 

I wondered, Mr. Secretary, if you really feel that the limit has been 
beneficial from the standpoint of stopping deficit financing. 

Secretary Anperson. Mr. Karsten, I think as you look at the history 
of the debt ceiling it has traditionally been raised when the country 
has faced periods of large expenditures, whether those expenditures 
were for domestic purposes or for the conduct of its own defense, that 
sort of thing. 

Mr. Karsten. What was the national debt when this administration 
took over? ® 

Secretary Anprrson. The gross public debt on January 30, 1953, 
was approximately $269 billion. 

Mr. Karsten. And what is it today ? 

Secretary Anperson. Approximately $274.4 billion on January 15. 

Mr. Karsten. Actually we are going deeper in the red each year 
with this national debt ceiling. Is that the picture? 

Secretary ANnperson. The debt has increased by this amount. 
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Mr. Karsren. It has increased despite the ceiling and it has not 
acted as a brake on deficit financing. 

You referred in your statement to the serious difficulties that you 
encounter in refunding and financing this debt. It is quite apparent 
that you have great difficulties there. I was wondering if the close 
peossausty of the national debt to its ceiling over the past 6 months 
has had any restrictive effect on other operations of our Government 
in the various governmental departments. 

Secretary Anprerson. Do you mean, sir, as to whether or not there 
has been additional difficulties encountered because of the financings 
that have been done by other agencies of the Government ? 

Mr. Karsren. Not necessarily that. I am talking about programs. 
Take, for instance, the defense program. Is there any acatbeshin 
between the cutbacks in the defense program over the last 6 months 
and the close proximity of the national debt to the ceiling during 
that period ? 

Secretary Anperson. All of the agencies of the Government are 
of course advised, just as the public is advised, of the amount of debt 
outstanding at any one time and I am sure that in the calculations 
of the expenditure rates of each of the Government agencies there 
has been and will continue to be some judgments taken in the light 
of the debt ceilings. 

Mr. Karsten. Have any directives been issued over the last 6 
months in this connection, governmental departments ? 

Secretary Anperson. As far as the Treasury is concerned we have 
issued no directives. We have simply called the matter from time 
to time to the attention of everyone, including the public. 

Mr. Karsten. Have the directives that have been sent to the de- 
partments resulted in any reductions in any programs that our Gov- 
ernment operates ? 

Secretary Anperson. We have not sent any directives, sir. 

Mr. Karsren. Or notices that you have sent out. 

Secretary AnpErson. By notices I simply mean of course that we 
publish on a daily basis the amount of outstanding debt so that 
everybody in the country is fully aware of it. 

Mr. Karsten. Have these notices had any effect on programs in 
other governmental agencies? 

Secretary ANnprrson. I would not be able to say the extent to 
which they have had effect, but I would be confident that they have 
from time to time exercised an influence on the rate at which ex- 
penditures or programs would be made. 

Mr. Karsten. You are talking about influence. You would class- 
ify that as a restrictive influence, would you? 

Secretary Anperson. Yes. 

Mr. Karsten. It would be a restrictive influence? 

Secretary Anperson. Yes. 

Mr. Karsten. That is all, Mr. Chairman. 

The Cuatrman. Mr. Byrnes will inquire, Mr. Secretary. 


Mr. Byrnes. Mr. Secretary, although there may be conflicts over 


whether the debt ceiling actually has acted as a brake of restraint, 
I think we can agree, can we not, that it has that potential to act as 
a brake or restraint on spending both on the legislative side and on 
the executive side ? 
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Secretary Anperson. It has not only a potential, but it is an evi- 
dence that the Congress from time to time wants to review the dele- 
gation of authority which it has given for the right to borrow money 
against the credit of the United States. 

Mr. Byrnes. When we do come around to the situation where we 
find ourselves approaching the debt limit and you have outstanding 
obligations, Congress has the alternative of increasing the debt limit 
or of cutting back some of the obligational authority that might be- 
come potential obligations but still have the capacity to be canceled ? 

Secretary Anperson. All of us must take into account that the 
credit of this country is dependent upon its ability to pay its bills 
when the bills are presented to us, and those bills originate from 
appropriations that are made currently or have been made in the past. 

Mr. Byrnes. This Congress, or the administration as far as that 
is concerned, does even at this point have an alternative situation 
with which it is faced. It depends upon how the budget balances, but 
since we are approaching this point of the debt limit, instead of rais- 
ing it; you might say the thing to do is to reduce our expenditure 
prospects and cutback in that area to avoid the difficulty that would 
come in. 

Secretary Anperson. If you assume that the revenue estimates, the 
receipt estimates, are reasonably accurate and the Congress wanted to 
insure a greater margin between the expenditures and the debt limit, 
then it would of course review not only its rate of appropriations, but 
it would review the rate of expenditures under those appropriations. 

Mr. Byrnes. I think, too, any people—and I think that has been 
one of our faults in the past—look upon this debt ceiling as just 
something that when we approach it we have to increase it rather 
than recognition of the fact that there are some other alternatives as 
far as fiscal management and fiscal responsibility is concerned. 

As I understand it, your case here is that you have to have some 
elbow room within which to work as far as debt management is con- 
——r which the present limit of $275 billion doesn’t give you; is that 
right ? 

Secretary Anperson. That is a part of the problem, yes. 

Mr. Byrnes. I note your table on page 3, which I think is very 
useful. 

Secretary Anperson. Is it table 3 or chart 3? 

Mr. Byrnes. Table. I notice you set up here a standard of de- 
sirability as far as bank balances are concerned of $3.5 billion and 
then a balance of an additional $3 billion to provide flexibility in 
financing and for contingencies, so that you really are saying that 
what is essential is that you always have at a low point a $6.5 billion 
area of either cash or borrowing capacity to provide the elbow room, 
so to speak. 

Secretary Anperson. These are assumed figures which are put up 
for illustrative purposes of showing what we believe would be a 
reasonable operating balance and the allowance which is set out for 
flexibility and financing contingencies, would be the kind of tempo- 
rary ups and downs that you would go through in your cash position. 
It would be the amount of money that you would need to cover that 
cash position temporarily over financing operations. 








DEBT LIMIT OF THE UNITED STATES 25 


Mr. Byrnes. This is the balance of cash at hand at any low point, 
isn’t it, $3.5 billion; and the $3 billion over in the third column is an 
unused borrowing capacity, so that it is a reserve that you have to 
work with? 

Secretary ANpErson. You will notice that the amounts are put up 
at middle point and the end of each month. Now, there will be 
fluctuations and again this will never come out precisely, but the 
fluctuations would run at whatever circumstances required in between 
those amounts during say, the 1st to July 15 and the 15th to the 31st 
of July. 

Mr. Byrnes. As I understand, what you are suggesting is that you 
need a range of $6.5 billion; is that correct? Is that what this state- 
ment purports to show, and that that is how you arrive at the need 
for a $280 billion ceiling? On December 15 of 1958 you anticipate 
that the public debt limitation requirement would be $280 billion; is 
that correct, or am I misreading this table? 

Secretary Anperson. No; you are reading it correctly. When we 
speak of flexibility we mean that there might be a number of times, 
particularly at the time of financing, and we might need to overlap to 
raise cash for a matter of a few days or weeks before the maturing 
debts which were then outstanding would be retired. 

Mr. Byrnes. Do you mean to take care of the attrition aspect? 

Secretary Anperson. Yes. You see, under the circumstances now, 
if we have no room and the attrition on that maturity is high, then 
because we need the money for cash purposes we go back very quickly 
into the market and ask for further financing. 

Mr. Byrnes. Doesn’t your cash reserve, your Federal Reserve bank 
deposits and other deposits in banks, provide you with certain flexi- 
bility there? 

Secretary Anperson. I don’t follow you. 

Mr. Byrnes. Doesn’t that provide you with certain flexibility, the 
fact that you have cash on hand in the various banks ? 

Secretary Anperson. Yes; if the amounts of cash on hand were 
large enough. 

Mr. Byrnes. Yes. So the sum of your flexibility that you ask for 
in your column 3, $3 billion, is a continuation of the flexibility that 
you already have if you maintained the $3.5 billion in the bank. It 
is just an addition to it. 

Secretary Anperson. There will be fluctuations underneath the 
$3.5 billion in banks and there will be fluctuations or overlaps in the 
total amounts outstanding. 

Mr. Byrnes. Even though it won’t be in time to have it when this 
committee acts, it may be in time to have it by the time the House 
acts, and I wonder if you could furnish us with a table showing your 
cash balance and unused debt, and showing us the lowest point you 
have had in the last 3 or 4 years. 

Secretary ANpERsoN. Yes; we could. 

(The above-mentioned table follows :) 
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Mr. Byrnes. I think what our real concern here is, and what your 
concern must be, with what you have left unused in this debt-ceiling 
area and what you have in cash, and your contention is that you have 
to have flexibility. I would like to find out, if possible, how well you 
have gotten along and what you needed in the past in that area. 

Secretary ANperson. We can show you the actual operating bal- 
ances, the amounts subject to the debt limit, and the amounts on 
deposit in various banks which have been subject to call. 

r. Byrnes. Mr. Secretary, frankly what concerns me is that when- 
ever anybody needs elbowroom he normally likes to have a whole room 
rather than just enough to move around in satisfactorily. As far 
as I am concerned, I can recognize the problems that you have with 
respect to debt management and that you do need some elbowroom. 
Frankly, I am not going to give to any administration more elbow- 
room than I think it immediately needs, because I think this is still 
one of the areas that we have that can act as a brake or restraint on 
spending. 

I happen to come from a State that has a constitutional limitation 
on the public debt. That limitation does act as a restraint on both 
the legislative and the executive branches in spending, and I think 
it is about time we used the debt limit here to a greater extent in that 
area. You talk about the need for contingencies, Mr. Secretary. You 
have other methods of meeting some kind of contingencies besides 
borrowing within the debt limit; do you not? 

Let me just use an example. You used the Commodity Credit Cor- 
poration fund or an operation through the Commodity Credit Cor- 
poration in 1955; didn’t you? 

Secretary ANDERSON. Yes. 

Mr. Byrnes. Didn’t you use FNMA to get some cash ? 

Secretary Anperson. There have been financings under both CCC 
and FNMA. 

Mr. Byrnes. Those were used to meet contingencies and to meet a 
temporary situation; weren’t they ? 

Secretary Anperson. They were used in order to provide the money 
for those agencies through offerings to the public rather than draw- 
ing on the Treasury. 

Mr. Byrnes. And it was for a temporary situation? The obliga- 
tion could still eventually be an obligation of the Treasury if things 
didn’t work out satisfactorily ? 

Secretary Anperson. Yes. In the area of FNMA operations the 
statute provides that we shall from time to time have a part of that 
obligation carried by the public, regardless of other things. 

Mr. Byrnes. There are certain types of contingencies that you still 
can meet outside of reliance upon the borrowings done within the 
public debt ? 

Secretary Anperson. Yes, sir. 

Mr. Byrnes. What kind of contingencies can you expect to provide 
for in what you have been talking to us about in the area of con- 
tingencies ? 

Secretary Anperson. The very fact that we use the term “con- 
tingencies” implies that these are sorts of things which we can not 
altogether foresee. 





| 
i 
; 
' 
i 
| 


DEBT LIMIT OF THE UNITED STATES 29 


Mr. Byrnes. Long-term or short-term propositions? 

Secretary Anprrson. I would say among them you would want to 
consider, for example, whether or not at some period we achieved in 
the scientific and technological communities very rapid acceleration 
of developments so that the Defense Department would want and 
would feel it was prudent to spend the moneys which had been ap- 
propriated over this and prior years at a much higher rate than we 
would anticipate. 

Mr. Byrnes. Are you talking about spending or about obligations? 

Secretary Anperson. I am talking about spending. 

Mr. Byrnes. There is a lag there. There is a period of time that 
is always involved. 

Secretary ANpERsoN. That is the point that I am making. If, for 
example, you got a technological breakthrough of some kind which 
was sufficiently reassuring that people would want to put items into 
production for large sums of money more rapidly than we antici- 
pated, then you would want to have the ability to make the con- 
tracts and pay for them. 

Mr. Byrnes. Wouldn’t that be a situation in the expenditure field 
where there is a lag between obligation and the letting of this con- 
tract, let’s say, for this new development and the actual expenditure, 
which is the problem you face as far as your money management. is 
concerned? It is when the expenditure comes along that you are go- 
ing to be faced with the real problem. You do have a period of time, 
though, don’t you ¢ 

Secretary Anperson. I would normally expect a period of time. 

Mr. Byrnes. Congress is going to be around and available. If your 
contingencies, Mr. Secretary, that you have in mind are these very 
short-term ones, or very immediate, then I can see the advisability 
of Congress at this time, for instance, granting you even a broader 
area of flexibility but, frankly, unless we can see that some of these 
contingencies that you talk about are going to be contingencies that 
you are actually going to require the expenditure of money very 
promptly and are unforeseeable, then it would seem to me that that 
would present a situation where Congress should take another look 
at the problem if the need arises. 

Secretary Anperson. All of these matters, Mr. Byrnes, very prop- 
erly are matters of judgment. We are talking about the rate at 
which we expend money and the rate at which we collect it. If our 
expenditures for any reason go up in periods when our collections 
are the slowest, then our problems are accentuated. A government 
as big and as complex as ours ought, in my judgment, to have some 
reasonable latitude to take care of those things which none of us 
is just wise enough to foresee. Whether that involves one thing or 
the other in the domestic side of our economy, whether it involves 
a problem of willingness to purchase because of new discovery, 
whether it involves a decision to buy some of the more traditional 
things in larger volumes during those periods, whether it involves 
changes that come out of programs which are made and are charge- 
able to the Government, I am simply not wise enough to say. I do 
believe that in addition to the ability to meet its bills, in addition 
to the ability to adjust for these seasonal fluctuations and to have the 
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overlap that comes at the end of financing operations, there ought to 
be some reasonable latitude in the Government system. 

Mr. Byrnes. I understand your problem and I sympathize with you. 
The only thing that concerns me somewhat is that you may be having a 
little too ail solicitude about bothering Congress. As far as I am 
concerned, I don’t mind being bothered at all and I would rather take 
this sometimes maybe in mae steps, but continuing it at a narrower 
margin as far as the general proposition is concerned. As far as I am 
concerned, I would prefer there not be a solicitude. I would much 
rather that you came back in 6 or 9 months if that was necessary, 
and we could still keep this mechanism as some kind of a restraint 
or some kind of a brake on the movement toward spending wherein 
if you can’t spend by current taxes you spend it by interest-bearing- 
deferred taxes. 

That is all, Mr. Chairman. 

The Cuarrman. Mr. McCarthy will inquire. 

Mr. McCartuy. When Mr. Humphrey appeared before this com- 
mittee in 1955 on the same subject, on his record of those appearances 
I: believe, he said that if he were asking for a permanent extension of 
the national debt ceiling he would ask for $290 billion, but since he 
was then asking for a temporary one he asked that we increase it to 
only $281 billion. 

Is it your opinion that the ceiling should be set higher than the 
amount that you are asking for now and if you were asking for a 
permanent increase would you ask for more than you are? 

Secretary Anperson. Mr. McCarthy, frankly I have not considered 
an amount in the context of a permanent request because we thought 
it prudent to ask for the increase only on a temporary basis. The 
amount which we have asked is an amount which in our judgment is 
a reasonable amount to accomplish the objective which I have outlined. 

Mr. McCarruy. Mr. Secretary, could you tell me what practices the 
Treasury has had to resort to, and the Government generally, in order 
to stay under the ceiling of $275 billion within the last year ? 

Secretary Anperson. I can tell you that in the last 6 or 7 months 
while I have been here the FNMA has gone to the market twice on 
behalf of its management and liquidation function to get money rather 
than borrow it from the Treasury. 

As I indicated in my statement, we may be required to have direct 
borrowings from the Federal Reserve Bank under the authority which 
we have. We have not at this moment been required to exercise that 
authority. That is within the debt limit anyway. 

Mr. McCarruy. The principal areas are V-loans and the FNMA 
operations? 

Secretary Anperson. The area of borrowings outside direct obliga- 
tions subject to the debt limit in which we have engaged are two issues 
of securities issued by the Federal National Mortgage Association. 

Mr. McCarruy. What is the effect of that kind of borrowing? Is 
it more expensive to the Government than if you were to raise the 
money in the normal course? 

_Seeretary Anperson. There is always some additional interest paid 
on obligations of that sort. 
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Mr. McCarruy. Could you give me an estimate of what the addi- 
tional cost of raising money through the devices you have had to 
use over and above what it would cost if the debt ceiling had not 
been set at $275 billion. 

Secretary Anperson. I would say that the range of cost would be 
from a half of 1 percent to five-eighths of 1 percent. 

Mr. McCarruy. On what amounts? What amounts have you bor- 
rowed with respect to FNMA and under the V loans indirectly as 
far as the money which increased the cost of the project to the 
Government ? 

Secretary Anperson. The FNMA 2 issues total $1.6 billion of 
which $570 million was to replace a maturing issue. 

Mr. McCarruy. What is the term of those issues? 

Secretary Anprerson. The $802 million issue was an 8 months ma- 
turity. The $797 million matures in 2 years and 7 months. 

Mr. McCarrny. Mr. Secretary, when the hearings were held before 
the Joint Committee on the 1955 Economic Report a number of econ- 
omists testified and I think all but one of them agreed that there was 
no real justification for continuing the debt-ceiling limitation, that 
it was a cost to the Government, and that it had no significant effect 
in the way of controlling expenditures in any way. 

Is that opinion shared generally in the Treasury or is it your 
opinion that they were right ? 

Secretary Anperson. I do not believe it is possible to take a cate- 
gorical position as to the effect that the debt limit has had as a 
restraint on expenditures. I think that one look at the history of the 
country and you see an increase in the total debt over a number of 

ears. 
t As to whether or not that total debt would have been larger if there 
had been no ceiling is a matter of judgment and about which there 
would be honest differences of opinion. 

Mr. McCarruy. There is no question but that it has cost the Gov- 
ernment more to finance under the debt ceiling than it would have cost 
if you had not had it? 

Secretary AnpEeRson. When you issue securities that are not the di- 
rect obligation of the United States you do pay a premium of interest 
and to that extent that they are more costly. 

Mr. McCarruy. Would you agree with me that we should either 
increase the ceiling beyond the & billion which you are asking or, 
perhaps better than that, discontinue it altogether ? 

Secretary Anperson. I would not ask that it be discontinued al- 
together. I think it is quite proper and prudent for the Congress 
to review the matter from time to time, and this is a mechanism under 
which you review the powers which you have delegated. I believe 
that the amount of increase which we have asked is a reasonable and 
modest amount considering the problems both of meting our obliga- 
tions and of economically and properly managing the debt. 

Mr. McCarruy. Thank you, Mr. Secretary. 

The Cuarrman. Mr. Secretary, in view of the lateness of the hour 
and the fact that we have two other witnesses, my questions will be 
brief. First let me say that you have, in private conversations with 
me, clearly demonstrated the necessity for a temporary increase ‘in the 
debt limit. I understand that you believe that it is one that‘cannot 
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be dealt with in theory but one that involves facts and realities, which 
as of today, call for some increase, for a temporary period, in the 
debt ceiling. 

Mr. and I made a statement at the time we introduced bills 
to carry out the request which you made of us on this subject, and 
the tenor of those statements was that an increase in the debt limit is 
not something that we like to contemplate but something that facts 
and realities require. 

Now, you have demonstrated to the satisfaction of Mr. Byrnes and 
others who have interrogated you that there is a need for an increase 
in the debt ceiling. Whether or not you have satisfied them that the 
$5 billion that you request is the minimum, or whether or not some 
lesser figure might be satisfactory, remains to be seen. 

Now let us look closely at the facts and realities of the situation, 
Mr. Secretary, to see if you cannot make justification, as I think you 
have made in conversation with me, for the full $5 billion requested 
as being your minimum needs between now and June 30, 1959. 

In order to do that, let me ask you, first, if you will state not what 
the debt is on January 15 but what it is today, on January 17? 

Secretary Anperrson. In that statement issued this morning the 
total debt, subject to limitation, is $274,125,058,236.02. 

The Cuarman. Indicating some degree of fluctuation downward 
since January 15; is that right? 

retary Anprrson. Yes. 

The Cuarrman. What is the maximum that you contemplate on 
the basis of the projections in the budget over the period of time 
between now and June 30, 1958? During that babted of time what 
would be the maximum figure for the public debt if estimated today ? 

Secretary Anprerson. The various outstanding debt balances esti- 
mated are January 31, $274 billion; February 15, $274.2 billion: 
February 28, $274.8 billion: March 15, $274.4 billion; and then a 
gradual decrease so that on June 30, which is traditionally a time of 
greater spread, $271.4 billion. 

The Carman. Mr. Secretary, so far as the actual debt itself is 
concerned, if you were merely here proposing legislation effective 
tween now and June 30, 1958, you would be perfectly satisfied to 
have an increase for that period of time of $3 billion. 

Secretary Anprrson. Even between now and June 30 we are going 
to have these positions of tightness and we are going to have sub- 
stantial refinancing operations, as I pointed out, beginning in Feb- 
ruary, in addition to about $25 billion of short-term debt in bills. 

If we want to provide an overlap, when we will be carrying some 

debt that would normally either have to be refinanced in order to 
have cash or to avoid attrition, to make a broader offering, we would 
still have to have the additional amounts in order to provide for 
what we believe to be the most economical and the best way in which 
to manage the debt. 
_ The Cuarrman. Now, Mr. Secretary, that is very important. It 
is one of the points that was made to me in the conversation referred 
to. I think it ought to be thoroughly understood just exactly what 
you mean by a need for elbow room. 

You are talking in terms, as I understand, of not being required, 
because of the debt ceiling, to have to refinance all obligations that 
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may come due on a particular day on that day in order to seek op- 
portunity for smaller costs to the Baccieeet Is that not the case? 

Secretary Anpgrson. That is a part of the problem. Let me illus- 

trate. 
In February we go to the market for the financing of approximately 
$11 billion. Part of that debt is held by the Federal Reserve System 
and the investment funds of the Government, and part of it is held 
by the public. 

When we make a decision as to the kind of offering that has to be 
made, we must take into account whether this offering will produce 
a large attrition, a medium attrition, a small attrition, or whatever 
it will produce. 

When those amounts of securities have been sold, there is normally 
a period of time in which they have to be distributed among larger 
numbers of holders. This is what. we normally refer to as a sec- 
ondary market for the same securities. The extent to which that 
secondary market is a wide market, a better distribution is achieved. 

During a period like that, if we have a substantial amount of re- 
serve under the debt ceiling, we can carry, as an overlap, the amount 
of securities which we will have to redeem on the due date, and the 
amount of securities which we will issue and which will be going 
through redistribution. 

If we do not have that reserve, then we either have to take into 
the calculations in making our offer something so much more attrac- 
tive that we do not think we will get the attrition, or we have to be 
prepared to go back into the market later, normally asking for money 
through short-term bills. Then we are asking for new money in 
competition with the securities that we have just issued a few days 

rior. 
. Now, it would seem to us that in order to achieve the management 
of the debt to the best advantage possible, we ought to have a rea- 
sonable amount of room for overlap so that we can carry both the 
securities which are outstanding and the new securities, for such a 
period of time as to give room for the distribution. 

The Cuatrman. Now, Mr. Secretary, I understood you to say in 
your earlier statement that at no time during the fiscal year 1958 do 
you anticipate the actual size of the debt to reach $275 billion or to 
exceed $275 billion. Is that your position? 

Secretary Anprerson. We are now under the circumstances where 
we have cash balances which represent an ability to meet our other 
requirements of only a few days, which we think is not a prudent 
circumstance in this country. 

The Cuarrman. I had understood that there was a possibility that 
between now and the time of actual revenue collections from indi- 
viduals and corporations in March and April, the debt itself might 
arise to a figure of some $278 billion if authority were supplied. 

Secretary Anperson. You see, we cannot under this limitation go 
up to $278 billion. 

The Cuamman. But if we pass this legislation, you can, and the 
need for doing so is one of the justifications for passing it. I do not 
want to attribute this information to you or other Treasury sources, 
but it comes to me from a source that I believe very reliable, that 
your prospects are that bills will be coming to you at a time when 








# 


| 
) 


34 DEBT LIMIT OF THE UNITED STATES 


your revenues are not coming in that it will result in the debt going 
to $278 billion, if you pay those bills on time. , 

Secretary ANpERsON. Well, let me just illustrate by saying that 
on March 15 our total cash will be $1,137 million. 

The Cuatmrman. Do you mean if we give you this temporary 
increase ? 

Secretary Anperson. No; this is what we estimate today. 

The Cuamman,. Without this temporary increase ? 

Secretary Anperson. Yes, sir. 

The Cuarmman. Are you saying then, for the record—— 

Secretary Anprrson. Let me ask if Mr. Baird can make this ex- 
planation, as he is handling these figures every day. 

The Cuarmrman. Yes. He has been identified for the record. 

Mr. Barrp. Mr. Mills, you asked if this increase were granted, 
whether in the near future the debt might be increased above $275 
billion. Is that your question ? 

The Cuarrman. That is right. During this fiscal year, would the 
actual size of the debt be in excess of $275 billion ¢ 

Mr. Barrp. The Secretary has shown you, as one of the main 
reasons why we are asking for this increase, that we were in a 
very cramped period and we were operating with cash balances 
which we think are entirely too low for any comfort or for prudent 
management. 

Therefore, it is true that if we had a little latitude in the debt, 
instead of running at some periods with only about $1 billion in cash, 
which is an average 3 days’ expenditure, and is a very rapid juggling 
operation, we would put out for cash some additional securities so 
that our cash balances would be nearer that minimum of $31, billion 
which we indicated we thought was the figure which we should have 
at all times. 

The Cuarrman. The point I am trying to bring out is this: What- 
ever cash you have may result from the issuance of new securities 
under this new authority. Would you think, if we pass this legisla- 
tion, that the size of your actual debt might increase to $278 billion 
in order to give you the $3 billion in cash that you deem the Treasury 
should have on hand at all times. Answer, in view of the fact that 
$1 billion represents what is paid out of the Treasury every 3 days. 

Mr. Barrp. Mr. Mills, it would be up temporarily. By June 30 it 
would be down, and to the extent we issued over $275 billion—— 

The Cuatrman, I am not concerned with any political implication 
that may be involved. I am only concerned with the facts and real- 
ities of this situation. 

As I understand the situation, you think because of the lowness of 
your cash reserves that it would be prudent for you to issue securities 
and maintain a debt, sometime between now and June 30 of 1958, at 
a level of $278 billion in order for the Treasury to have cash reserves 
large enough to meet its obligations. 

Mr. Barr. The only thing I would say is that it might not be $278 
billion and it might be $277 billion or it might be $276 Fitton. To the 
extent it went above $275 billion, it would be offset by larger cash 
balances in the Treasury which make for more comfortable operation. 

The Cuarrman. Very frankly now, and I am being brutally frank, 
what I am trying to do is to help you this morning and I do with 





j 
} 
j 
| 
i 





DEBT LIMIT OF THE UNITED STATES 35 


the welfare of the United States in mind. But if you are not going 
to help yourself, you raise some questions about how much you ought 
to have. 

What I am trying to point out is this: If there is the possibility or 

robability that you are going to have to go to $278 billion in this 
fiscal year in alia to maintain the cash balance needed in order to 
properly conduct the business of the Treasury, then to safeguard 
against some additional amount having to be paid out on any partic- 
= day, which would leave you unable to meet any — that 
might arise, you need some $2 billion of additional borrowing 
onpeeshi 

ecretary AnpERSsON. That is correct, Mr. Mills. 

The Cuatrman. If that is the case, I would think that it would be 
the part of wisdom for the Congress to not so restrict you that you 
are constantly at a ceiling of $278 billion, but to give you some addi- 
tional leeway, relatively speaking, $2 billion in order to face any 
contingencies that might arise. 

I think that reasons that have not been discussed here for believing 
that occasion may arise to fully utilize an additional $2 billion some- 
time during the period between now and June 30, 1959. 

Secretary Anperson. You are correct, Mr. Chairman. If we have 
this authority, in order to have what we believe to be prudent and 
reasonable cash balances, we will go above the $275 billion and in 
the range of $278 billion. We will, at the same time, have the prob- 
lem of requiring whatever overlap seems be prudent in order to do 
the financing of these new issues during the same period. 

The Cuarrman. Well, Mr. Secretary, it is not the fact that you 
now contemplate, on the basis of the budget that you will need $5 bil- 
lion in additional authority to take care of deficits that are going to 
be built up. 

Secretary Anperson. That is correct. 

The Cuarrman. If we could legislate in such a way that we look 
only to the debt ceiling as of June 30 of each year, you would not 
be here asking for this additional authority at all. 

It is because of the fluctuations that occur within the period be- 
tween June 30 of each year that cause you to be here. We can do one 
of two things. We can go along with a temporary suspension in the 
debt ceiling or let the debt ceiling apply only at the end of the fiscal 
year. Either way would satisfy your demands? 

Secretary Anperson. Yes, sir. 

The Cuatrman. And you are thoroughly convinced, as you view 
your own situation, that any figure less than $5 billion will not be 
sufficient in order to enable you to transact the business of the Depart- 
ment of the Treasury ? 

Secretary ANpEerson. That is correct. We do not believe it would 
be prudent and wise and in the best interests of the country. 

The Cuarrman. Are there any further questions? 

If not, Mr. Secretary, we thank you very much for your appearance 
and the information you have given the committee. 

The next witness is the Director of the Bureau of the Budget, the 
Honorable Percival F. Brundage. 

We are glad to have you with us here this morning, as we will be on 
all other occasions, Mr. Brundage. 
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For purposes of the record, would you identify those associated 
with you at the witness table? 


STATEMENT OF HON. PERCIVAL F. BRUNDAGE, DIRECTOR OF THE 
BUREAU OF THE BUDGET, ACCOMPANIED BY MAURICE H. STANS, 
DEPUTY DIRECTOR OF THE BUDGET; ROGER W. JONES, 
ASSISTANT DIRECTOR FOR LEGISLATIVE REFERENCE; AND 
ROBERT HUBBELL, FISCAL ECONOMIST 


Mr. Brunpace. Mr. Chairman, I have with me the Deputy Director 
on my right, Maurice H. Stans; and Roger W. Jones, the Assistant 
Director for Legislative Reference; and on my left is Mr. Robert 
Hubbell, fiscal economist. 

The Cuarrman. Mr. Brundage, may I make this short statement 
of explanation ? 

You were originally asked by the committee to appear today with 
respect to tax revision. In view of the letter from the Secretary of 
the Treasury and the urgency of the consideration of the legislation 
which Mr. Reed and I introduced, we altered our schedule to take up 
the matter of the temporary increase in the debt ceiling. 

We would appreciate it if you would direct your statement first 
to the issue of the debt ceiling, from the point of view of the Director 
of the Bureau of the Budget and what the needs are and why this 
legislation is recommended by the administration. 

Mr. Brunpace. I am very happy to have this opportunity to appear 
before you. Last year when the question of raising the debt ceiling 
came up, I was rather reluctant to take a position because while I 
recognized the desirability of more flexibility, I did feel the advantage 
of the limitation on spending. But the experience of the last 6 months 
has convinced me that we do need an increase in the temporary debt 
ceiling, and in my prepared statement therefore, Mr. Chairman, I said 
I agreed with the recommendation of the Secretary of the Treasur 
that he should have more latitude in managing the debt than is af. 
forded by the present statutory ceiling of $275 billion. 

In the budget message, and in the budget in brief which I think 
most of you have, and which was distributed to each Member of the 
Congress, the President stated that this revision is necessary because 
the debt varies considerably during the year as a result of the seasonal 
pattern of tax collections. The present limit is restrictive particu- 
larly in view of rising defense expenditures, and of the need for more 
flexibility to permit efficient and economical debt management. 

In addition to the possible emergencies to which the President 
referred in asking for flexibility in-transferring obligational author- 
ity up to $2 billion, there is the possibility of considerable opportunity 
to the Treasury to finance in advance of its maturities. When you 
have the very tight situation that has existed during the past few 
months you do not have any leeway. I think from the point of view 
of sound budgetary policy as well as debt management, that leeway 
is desirable. 

Furthermore, as the Secretary undoubtedly has pointed out, there 
are possibilities of delays in the mails and storms and hazards of all 
kinds. The cash balances have been running too low. If anything 
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should happen which would delay receipts on critical days, or critical 
periods, by even a few days, there would be trouble. 

Also there is the desirability of being able to pay our bills promptly. 
We don’t want to get in a position of holding back payments when 
they are due on deliveries. I think all of those factors have persuaded 
me that this increase recommended is desirable. 

The Carman. Mr. Director proceed with your testimony on 
taxation and then we can interrogate you after you have concluded. 

Mr. Brunpace. The budget for the fiscal year 1959 recommends sev- 
eral revisions in the tax system. These recommendations were dis- 
cussed with you in detail by Secretary of the Treasury Anderson, and 
I will only summarize them. 

To help achieve a balanced budget in the fiscal year 1959, it is es- 
sential that tax rates on corporation income and certain excises, which 
under existing law are scheduled for reduction next July 1, be ex- 
tended for another year. This action should provide the revenues 
necessary to cover increased defense needs and enable us adequately 
to meet the basic requirements of our domestic programs. 

No one should be able to avoid paying his fair share of the coun- 
try’s high tax burden. The budget recommends that pending legis- 
lation, H. R. 8381, which was developed jointly by this committee and 
the Treasury Department to remove unintended tax benefits and 
hardships, be enacted with a few modifications. The Treasury De- 
partment will continue to review the operation of the tax law and 
may make recommendations for such additional changes as may be 
developed to close loopholes. 

There are certain technical revisions which would give substantial 
benefits to smal] business, with a minimum loss of revenue and with 
no change in tax rates. These recommended revisions are based on 
the work of the Cabinet Committee on Small Business, and were also 
covered by the Secretary of the Treasury. 

Would your committee be interested in a brief review of the general 
budget picture ? 

The Cuaiaean, We would be. 

Mr. Brunpace. As a result of the decrease in business activity dur- 
ing the last quarter of the calendar year 1957 the estimate of fiscal 
1958 receipts of $73.6 billion last January and $73.5 in September— 
it was issued in October—has now been reduced to $72.4 billion. This 
is a decrease of $1.2 billion from January. At the same time, in- 
creased defense spending to accelerate missile procurement, for re- 
search, basic and applied, for increased SAC dispersal, and for atomic 
ships has added $0.9 billion to our expenditures. There are other 
changes up and down but either of these two principal changes alone 
would not have thrown us into the red. However, both together have 
changed our estimate of a $1.6 billion surplus into a $0.4 billion 
budget deficit. The consolidated cash statement still shows a slight 
surplus for this year. 

For 1959 our experts in the Treasury, Council of Economic Ad- 
visers and others consulted have agreed on an estimated income fig- 
ure of $74.4 billion in the firm belief that the expansion of our econ- 
omy will soon be resumed. 

Total new obligational authority recommended for the fiscal year 
1959 amounts to $72.5 billion. This is $4.7 billion more than has been 
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enacted for 1958 to date, and $2.3 billion more than for 1957. In 
addition, $6.6 billion of supplemental authorizations are estimated 
for the current year, primarily for the Department of Defense, $1.3 
the Commodity Credit Corporation, $2.3 billion, and the Export- 
Import Bank, $2.0 billion. 

Estimated budget expenditures for the fiscal year 1959 are $73.9 
billion. This amount is $4.5 billion more than was spent in the fiscal 

ear 1957 and is $1.1 billion more than the revised total of $72.8 
illion estimated for the current fiscal year. 

Included with the estimated 1959 expenditures is $1.1 billion as 
an allowance for proposed legislation and contingencies, $500 million 
of this is specifically for defense contingencies, $339 million is esti- 
mated for proposed pay adjustments for postal and other civilian 
employees not in the Department of Defense, and $300 million for 
other contingencies. The cost of the proposed pay adjustments for 
military and civilian personnel of the Department of Defense is in- 
cluded in the estimates for that Department. Including the Depart- 
ment of Defense, the budget provides $1.1 billion of estimated 1959 
expenditures for proposed pay adjustments for both military and 
civilian personnel. 

Your committee will be interested in and I would urge you to sup- 
port a number of proposals to increase revenues and reduce, transfer 
or hold expenditures for the future which are set forth in the Presi- 
dent’s budget message this year. 


PROPOSALS TO INCREASE RECEIPTS 

User charges 

In the budget message, the President indicated his belief that when 
the Government provides a service conferring a special quasi-com- 
mercial benefit on identifiable individuals or groups above and beyond 
the benefits to the public generally, it should charge the beneficiaries 
for the special service, rather than place the full burden of the cost 
on the general taxpayer. Accordingly, he made several proposals in 
the field of “user charges.” 


1. Postal service 


In every year since the close of World War II the postal service has 
incurred large deficits which have placed heavy and unfair burdens 
on taxpayers to the advantage of large users of the mails. 

In view of present and prospective postal deficits, legislation to au- 
thorize adequate postal rates has become one of the most urgent items 
of unfinished business before the Congress. To provide revenues 
which will more adequately meet present needs, the President pro- 
poses that the postal legislation now pending before the Congress be 
amended, primarily by establishing a 5-cent letter rate on all except 
local letters. 

This increase over last year’s recommendation is needed to cover 
part of the cost of the pay increase and other rising cost. The recom- 
mended increase should result in an addition of $700 million to postal 
revenues in the fiscal year 1959. With the postal pay adjustment we 
are recommending there will still be a postal deficit of approximately 
$144 million. 
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2. Aviation 

The Federal Government provides a wide range of special services 
benefiting private users of the SEP, It is increasingly appropri- 
ate that these users pay their fair share of the costs. The cost of new 
facilities alone will total $1 billion over the next few years and annual 
operating costs to the Federal Government of around $200 million at 
present are likely to be doubled in 5 years. As first steps toward this 
end, it is proposed that a tax of 314 cents a gallon be levied on jet 
fuels and that taxes on aviation gasoline be increased to 314 cents a 
gallon from the present 2 cents, with increases of three-fourths cent 
per year for 4 years in both taxes up to 61% cents a gallon. The 
receipts from taxes on aviation gasoline, which now go into the high- 
way trust fund (3 cents per gallon of which 1 cent is later refunded), 
should be kept in the general revenues to help finance the operations 
of the airways. 


3. Other 

The budget message also recommended that legislation be enacted 
to raise patent fees, and to charge employers of longshoremen for the 
costs of administering disability compensation 

In addition, all Government agencies have recently been instructed, 
at the President’s direction, to prepare legislative proposals generally 
designed to remove present restrictions or limitations on their author- 
ity (1) to recover full cost to the Government of services that provide 
special benefits to individuals or groups, and (2) to obtain a fair 
market value for the use or sale of federally owned resources or prop- 
erty. These proposals will cover all areas in which existing legislation 
prohibits charges or fees, and areas in which existing legislation is 
silent on the subject of charges but where the agency considers an 
expression of congressional policy desirable prior to initiating charges. 

Examples of areas of Government activity which are being consid- 
ered are licensing; use of water-navigation aids and facilities; pub- 
lications; maps and navigation charts; recreation and tourist facili- 
ties; grazing; oil, gas, and mineral leasing; and mining claims. 

By enactment of the President’s recommendations in the 1959 budget 
and of additional proposals which I expect will be made to the Con- 
gress, we can move closer to a more equitable system of fees and 
charges throughout the Government. 


Interest rates 


Another important change which is part of the general user charge 
considerations, is the nee for adjusting interest rates in Federal 
credit programs. 

All of these proposals, I think, are particularly interesting to this 
committee just now when the question of the debt limit comes up, and 
when we have the close margin between a balanced and tnhatanged 
budget and the request for extension of the taxes. 

The President is recommending the enactment of legislation which 
would permit greater flexibility for the Government in setting interest 
rates on loans it makes in the future, and which would require that, 
insofar as consistent with the purposes of each program, all of the 
costs involved be paid by the borrowers. Such legislation, by remov- 
ing or reducing hidden subsidies, would make a significant contribu- 
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tion toward better fiscal management. It would also produce some 
added income. 

Moreover, for loan-guaranty programs, the Government should be 
authorized to permit interest rates high enough to attract private 
lenders. The President is suggesting that all statutory limitations 
or ceilings placed on interest rates be reviewed, and that authority be 
provided to vary the rates for guaranteed or insured loans in line 
with market conditions and under proper safeguards. 

Programs affected by the recommendations on interest rates include 
the following: 


1. College housing loans 

This program was authorized in 1950; to June 30, 1957, $668 mil- 
lion has been committed. Private financing of college housing should 
be encouraged by (1) replacing the subsidized interest rates required 
by the present statutes with rates no less than the Government’s cost, 
(2) authorizing Federal guaranties of college housing obligations 
which do not have Federal tax exemption, and (3) prolibiting direct 
loans where private funds are available on aaanal terms. 


2. Special assistance mortgage purchases 

This program was authorized in 1954; to June 30, 1957. $361 
million has been committed. Repeal of the statutory requirement that 
all purchases by the Federal National Mortgage Association be made 
at par and authority for increases in interest rates on several types 
of mortgages will encourage private financing and reduce future re- 
liance on the Association. Aten on these recommendations will 
stimulate the building industry and provide more home units. 


3. Rural electrification and telephone loans 

The electrification program was authorized in 1936, the telephone 
peogenn in 1950. To June 30, 1957, $4 billion has been committed. 

he sources of capital available to the Rural Electrification Adminis- 
tration system would be broadened by legislation (1) to assist both 
electric and telephone borrowers to obtain financing from private 
sources where the security is adequate and the loans can be repaid 
within a reasonable time, and (2) to adjust interest rates on future 
loans to meet the Government’s costs. 


PROPOSALS TO REDUCE EXPENDITURES 


On the expenditure side, adjustments are proposed in various pro- 
grams which will result in savings in future years after a suitable 
time for amending State and local budget eeuplanss has been allowed 
and after due notice to affected individants, Among the programs in- 
volved are the following: 

A. First, there are programs where shifting emphasis or changing 
needs lessen future requirements for specific types of Federal as- 


sistance. 


1. Agriculture conservation program 
This program was authorized in 1936. To June 30, 1957, $4.4 
billion has been spent, excluding crop reduction payments in early 
ae The budget recommends that a program level of $125 million 
e authorized for the 1959 crop year, one-half the amount authorized 
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for the 1958 program. This amount, together with other public 
efforts in support of soil and water conservation, will permit cost- 
sharing payments for the more permanent soil and water conservation 
practices that are needed to maintain an adequate agricultural re- 
source base. Those practices which are a part of usual and required 
annual farming methods or which return immediate benefits to the 
farm are properly the responsibility of the farmer, rather than of the 
Government. 


2. Grants for hospital construction 


This program was authorized in 1947 and has met the most urgent 
postwar shortages. Appropriations ae $1.2 billion are estimated 
through the fiscal year 1959. The total Federal program should now 
be modified to meet only the most urgent situations with emphasis on 
specialized hospitals. 


3. Veterans’ pensions 


Expenditures for this purpose increased from $883 million in the 
fiscal year 1956 to $951 million in 1957. Further increases are antici- 
pated in 1958 and 1959 to $1,046 million and $1,152 million, respec- 
tively. These pensions meet needs not related to the veteran’s period 
of service, but rather to the general hazards faced by all people— 
health and income fluctuations. The President will transmit a mes- 
sage on veterans’ affairs to the Congress with recommendations for 
specific adjustments and improvements in veterans programs which 
will enable us to discharge our national responsibilities to veterans 
with the greatest possible equity to all concerned. 

B. Second, there are programs where the administration proposes 
an increase in State and local participation and a decrease in the 
Federal proportion, but with no reduction in the total combined 
outlay. 

In ries cases, recommended by the Joint Federal-State Action 
Committee, it is proposed that the Federal share be eliminated begin- 
ning in the fiscal year 1960, with accompanying revenue adjustments. 
1. Grants for construction of waste treatment facilities 

This program was authorized in 1956; appropriations through the 
fiscal year 1959 are estimated to total $140 million. Expenditures are 
estimated to be $31 million in 1958 and $51 million in 1959. 

2. Grants for vocational education 

Expenditures for this program which was first authorized in 1917 
total about $669 million through June 30, 1957. Expenditures of $41 
million are estimated in both 1958 and 1959. 


In four other cases, it is proposed that the Federal proportion grad- 
ually be reduced. 


1. Public assistance grants 


Expenditures for these grants on an accrual basis are estimated to 
increase from $1,462 million in 1956 to an estimated $1,824 million in 
1959. During this period the Federal share of the total will have 
increased from 54.0 percent to 55.7 percent. This should gradually 
be reduced to 50 percent. t 
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2. Urban renewal planning and capital grants 

Expenditures for these grants (net of repayments of temporary 
loans) were $39 million in 1957 and are estimated to be $61 million 
in 1958 and $56 million in 1959. The reduction is entirely because of 
repayments. The urban renewal program is well underway through- 
out the Nation and the States and local communities should assume 
a share of the administrative responsibilities and financial costs more 
nearly commensurate with the benefits which their citizens receive. 
The budget recommends that in the future the local communities 
should share in the costs of planning from the start. 

In addition, the present formula under which the local agency pays 
for one-third and Federal capital grants pay for the remaining two- 
thirds of the net project cost should be changed by providing for - 
annual reductions, so that by the fiscal year 1962 the Federal Govern- 
ment would contribute not more than 50 percent of the cost of local 
projects. 


3. Grants for schools in federally-affected areas 

Expenditures for these grants totaled $1,064 million from 1950 to 
June 30, 1957, to help provide schools in areas in which rapidly 
growing Federal establishments were imposing a heavy load on exist- 
ing facilities. In the future, we are suggesting that Federal payments 
be limited to cover the children of families living and working on 
Federal property. Expenditures for construction, and for mainte- 
nance and operation of schools under this program are estimated to 
be $212 million in 1959. 


4. Natural disaster relief 
From 1950 through the fiscal year 1957 $70 million has been spent 


for natural disaster relief. The governors of the Federal-State Action 
Committee have agreed to recommend that the States absorb annual 
losses up to fixed amounts. Expenditures are estimated to be $18 
million in 1959. 

C. Next we have programs where proposals are designed to free 
the agricultural economy from excessive controls, 
1. Greater flexibility in agricultural price supports 

Expenditures for Commodity Credit Corporation price support 
operations (net) are estimated to ‘be $2.4 billion in 1959. The Presi- 
dent has sent a special message to the Congress recommending changes 
in existing legislation so that the Secretary of Agriculture will be 
authorized to establish price supports for basic crops consistent with 
the increased productive capactiy of our agriculture. 

As he pointed out we have had a real farm revolution, like the in- 
dustrial revolution of 50 years ago. 


2. Soil bank acreage reserve. 


The acreage reserve was authorized in 1956; through the fiscal year 
1959 the total cost is estimated to be $1.4 billion. Expenditures are 
estimated to be $405 million in 1959. It is proposed in the budget 
to terminate the acreage reserve at the end of the 1958 crop year. An 
increase of $125 million is recommended in the soil bank conservation 
reserve program for the 1959 calendar year since more material and 
lasting benefits are obtained, per dollar spent, from this part of the 
soil bank. 
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D. Another recommendation which should hold down budget totals 
is that no new projects be started in fiscal 1959 for construction of 
water-resource projects by the Corps of Engineers and the Bureau 
of Reclamation, in view of the high level of current spending result- 
ing from the large number of new projects started during the last 
3 years. 

y Finally, certain previously recommended legislation is not none 
requested in the fiscal year 1959. Examples are general aid for schoo 
construction, major medical care insurance for Federal employees, and 
certain other grant programs. 

In conclusion, I believe the 1959 budget sets forth well balanced, 
sound Government programs which adequately meet the responsibili- - 
ties of the Federal Government in all areas. 

Revenues should be adequate to cover expenditures and permit debt 
reduction during period of high business activity, and reductions of 
taxes when poastiile. In view of the increases needed in our defense 
expenditure imposed on us by world conditions, general tax reductions 
would not be wise at the present time. 

We will need the fullest cooperation and assistance of the Congress 
if we are to do what is required for our defense and domestic pro- 
grams without an increase in tax rates. If we can reach some satis- 
factory agreement with the Soviet Union containing even early steps 
toward disarmament which are accompanied by inspection to assure 
compliance, then we can consider tax reductions and savings that 
would be indeed worthwhile. 

The Cuatrman. Mr. Director, we thank you very much for being 
with us today, and for your statements both with respect to the debt 
ceiling and tax revision. Are there any questions ? 

Mr. Eberharter will inquire. 

Mr. Evernarter. Mr. Director, you have made a number of recom- 
mendations. I think every one of them would curtail Federal expen- 
ditures, and they are contingent upon action by Congress. Do you 
have any hope, Mr. Brundage, that Congress will in this session fol- 
low your recommendations for the curtailment of expenditures in 
view of the current business downturn ? 

Mr. Brunpace. Maybe I am foolish, Mr. Eberharter, but I do have 
hope, yes. It seems to me that conditions are certainly favorable for 
this kind of a serious attempt to get our Federal expenditures on a 
more businesslike basis. We had a strong revolt throughout the coun- 
try last year at the increasing Federal budget totals. We had Con- 
gress making cuts all down the line. 

We had letters and appeals from all over the country. Now, this 
carries through, I think, this year with the additional incentive that 
we find that the Russian threat and competition is so serious that we 
have to accentuate and accelerate and compress our time schedules, 
and we have to spend more money. 

Now, the demand for tax reduction, I think, is moderating in view 
of this situation. But I think the demand for economy and for put- 
ting all of our domestic programs on a sound and businesslike basis is 
even greater. So Ido have hope. 

Mr. Exsernarter. It is not a very practical hope, though, is it? 

Now, in formulating estimates of revenue, you took into considera- 
tion all the recommendations that you have made and based your as- 
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sumption that the budget would balance on the premise that Con- 
gress would follow your recommendations to cut expenditures in the 
same way / 

Mr. Brunpace. The only one of these recommendations to which I 
have referred that would have a very serious effect and immediate 
effect on 1959 receipts or expenditures is the postal rate increase. That 
would have immediate effect of $700 million. Most of these others 
are programs for which we are recommending that revisions should 
be started. 

We are cutting down, as I mentioned for the agricultural conser- 
vation program, $125 million. We are proposing this aviation gas 
tax transfer. But overall we are not giving effect to anything that 
would be—outside of these things I have mentioned—of any serious 
impact on our 1959 budget. 

Mr. Esernarrer. I want to call your particular attention, Mr. Di- 
rector, to recommendations for Federal grants on construction for 
waste treatment of sewage. Now, Congress only passed that law last 
year and the membership was composed of exactly the same Members, 
with few exceptions, as this year. Now, certainly it cannot be prac- 
ticable to hope that the same membership would repeal an act that 
passed last year. 

Mr. Brunpace. But this is not giving up the program, you under- 
stand ? 

Mr. Esernarrer. What is that ? 

Mr. Brunpace. This is one of the programs that the Federal-State 
Action Committee suggested be taken over by State and local gov- 
ernments. 

Mr. Esernarrer. You say in your statement that the appropriation 
is through the fiscal year 1959 estimated to total $140 million. You 
took that into consideration in the formulation of the estimates for ex- 
penditures by the Federal Government for the fiscal year 1959, did you 
not? That is $140 million, which is a considerable sum in the minds 
of all of the members of this committee. 

Mr. Brunpace. The original authorization, I believe, was $500 mil- 
lion over a 10-year period. This has been about $50 million a year 
for the 3 years. Now, the Governors who are members of the Federal- 
State Action Committee said that they could not count on bringing 
this problem before their State legislatures in 1958. 

It would take until 1959. So they asked that we not make any re- 
duction in our 1959 program, which we are not doing. But they 
have indicated that they are going to recommend to their State legis- 
latures that it be taken over. In return we would turn over to them 
some proportion of the Federal tax on local telephone calls. 

Mr. Esernarrer. One would cancel the other, in other words? 

Mr. Brunpace. That would not affect our budget in the sense of 
balancing, but it would take back to the States and the municipalities 
a responsibility which we feel that they are normally qualified for 
and would wish to bear. 

Part of the criticism we had last year was not only the mounting 
Federal expenditures, but the concentration of authority here in Wash- 
ington. 

Mr. Eevernarrer. Thank you very much. 

The Cuarrman. Mr. Kean will inquire. 
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Mr. Kran. I just want to say, Mr. Brundage, that I welcome you 
here. You have been my constituent for many years, and a longtime 
friend. I am one who is very interested in your statement and I be- 
lieve you are doing a very good job. 

Mr. Brunpace. Thank you. 

The Cuarrman. Mr. Curtis will inquire. 

Mr. Curtis. Mr. Director, I was quite interested in your item No. 
3 on page 5 in which you discuss the general subject of fees and charges. 

About what does the Federal Government now get in the way of 
revenue from various fees and charges? Do you know what is the 
total figure ? 

Mr. Brunpace. We have a statement on that, Mr. Curtis. There 
are all kinds and they are spread over all of the different departments. 

Mr. Curtis. I know what the items are, or I imagine what they are, 
but I am trying to get how big a figure we are talking to in total. 

Mr. Brounpace. It runs into the millions. 

Mr. Curtis. Millions rather than billions? 

Mr. Brunpacer. The total fees for permits and licenses in 1959 is 
estimated at $52 million. 

Mr. Curtis. Do we have a comprehensive list of all fees and charges 
that are charged ? 

Mr. Brunpaee. I can send you one. 

Mr. Curtis. I would like to have it supplied for the record. 

The Cuarrman. Without objection, it will appear in the record at 
this point. 

(The list referred to follows:) 

Data on receipts from fees and other charges paid into general revenues are 
shown under “Miscellaneous receipts” in special analysis B of the budget docu- 
ment (pp. 887, 888 of the 1959 budget). Greater detail on these receipts is 
published in multilithed form and is available from the Bureau of the Budget on 


request. The following information shows the main categories of receipts to 
which a policy on “user charges” would be applicable : 


[In millions] 
Source 1957 actual 1958 1959 
estimated estimated 
We BOS RIES GI TRUE... ok. nnceensaenccbenceenccouspuses $49 $52 $52 
WD . oii dn Soke dhdabood wothinkhigatnnacctided tad otndekedoud 27 186 183 
ihe nenncvcbicnasinbetnks<ctukiaencine acme 7 88 89 
Se ia siitess assy cetetes wile scheme Dede vec acbdavaelinte 311 333 374 
Fees and other charges for services.................-........-- 36 36 37 





In addition to these receipts paid into general revenues, there are various 
incidental reimbursements to appropriations for special services. For example, 
special surveys and maps by the Coast and Geodetic Survey bring in receipts 
credited to the appropriation. Such reimbursements are shown in the budget 
document as “Advances and reimbursements from non-Federal sources” in the 
schedules for each bureau conducting such operations. 

Receipts for services or sale of products of various public-enterprise activities 
go into the revolving funds of those activities and are credited against the gross 
expenditures of those funds. All receipts of public-enterprise funds are shown in 
table 9 on page 18 of the 1959 budget document. Most of the estimated total 
of $9.3 billion in 1959 consists of collections of principal and interest on loans, 
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postal receipts, and proceeds from sale of surplus agricultural commodities. 
Other major public-enterprise activities and their receipts are: 








{In millions] 

1957 actual | 1958 estimate | 1959 estimate 
ee OE ee ee ek uccceendad $183 $116 $71 
Tennessee Valley Authority. .._..........-.....-.------.---.- 259 269 280 
Department of Commerce, vessel operations --.-_-...........-.- 29 27 18 
Department of Defense, Wherry Act housing-__........-___-- | 2 | 22 50 
Panama Canal Company.-....<+...----.<.-...---..------_.... 93 84 85 
Department of the Interior: 

| REPS Ra ree a a) Se Pee Oey ye very ow Ov et 6 7 y 
see a Rl nF a 17 17 19 
Department of Labor, farm labor supply revolving fund. ---- 3 4 6 





Mr. Curtis. The next question is what additional revenues would 
you expect that we could gain from following out the various recom- 
mendations that you have listed for increasing the fees and charges? 

How much do you think that we are going to get if we follow that 
out ¢ 

Mr. Brunpace. In some cases we think it could be substantial. 

Mr. Curtis. But you see, we don’t have any idea, and I don’t know 
Psi we are talking about a figure of $200 million or some other 

ure. 

Mr. Brunpace. It would be less than that. 

It would be under $200 million but I would hope it would be over 
$100 million. 

Mr. Curtis. And the increases that we might derive, of course, 
would not be that much. Do you think we might gain another $100 
million ? 

Mr. Brunpace. Yes, sir, I would think so. 

Mr. Curtis. That would be quite substantial, then ? 

Mr. Brunpace. Yes. 

Mr. Curtis. On these fees and charges, I have a second question. 
Do all of those go into the general revenues or are some of them 
handled in a different way ? 

Mr. Brunpace. They are handled in a great variety of ways, 
according to the wording of the legislation. Some grazing fees, for 
instance, when appropriated are used by the Department of Agricul- 
ture to protect or improve the range. Some other receipts are 
deducted from the expenditures. 

Mr. Curtis. Are they reflected in the budgets so that Congress can 
see the revenues? 

Mr. Brunpacr. Yes. We can indicate just how it is treated in 
the budget. That is another project I have under way, to try to get 
an amendment of some of these ft so that certain receipts can go 
into revolving funds. In some cases where repayments are aie: 
such as the Rural Electrificational Administration, repayments go 
into general revenues, while the loans are charged against the appro- 

riation. 

Well, I think they ought to be uniformly treated, and I think if 
we are going to charge the loan as an expenditure we ought to get 
a credit against expenditures for the repayments. 

Mr. Curtis. That was the next question I was going to ask. Don’t 
you think it would be well if we have some general policies in regard 
to how we treat all fees and charges ? 

Mr. Brunpace. I do. 
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Mr. Curtis. I think it is of particular importance to the Ways and 
Means Committee, because in essence this is another method of rais- 
ing revenue. It becomes important from that angle. I would appre- 
ciate further information on that specific point. 

The Cuarmman. Can you supply that for the record ? 

Mr. Brunpaae. Yes, I can. 

The Cuarrman. Without objection, it will be included in the record. 

(The information is as follows :) 


All fees and other receipts of the Government, including those from user 
charges, are reflected in the budget so that Congress can see the amounts 
involved. 

The general rule on the disposition of collections is enunciated in title 31, 
United States Code, part 484 which provides that “The gross amount of all 
moneys received from whatever sources for the use of the United States * * * 
shall be paid by the officer or agent receiving same into the Treasury, at as 
early a day as practicable, without any abatement or deduction on account of 
salary, fees, costs, charges, expenses, or claim of any description whatever.” 
Under this provision most user charges go into the general revenue and are 
available there for appropriation as Congress sees fit. 

In contrast Congress has specifically provided for earmarking collections 
from user charges in a number of individual cases. There are four methods 
of handling the earmarked collections, depending upon the circumstances: 

(a) Where a major business-type operation is involved, the collections are 
credited to a public enterprise (revolving) fund which is available to carry 
on the cycle of operations concerned ; 

(b) Where the collections are incidental to the main activities of the bureau 
or agency concerned, the law is sometimes written to permit the collections to 
be treated as reimbursements to a general fund appropriation ; 

(c) Where the law creates a trust arrangement or where the advance pay- 
ments are received for special services to be used only for the cost thereof or 
for refunds, the payments are accounted for in a trust fund; and 

(d@) Where the user charges are shared with the States and counties, set 
aside for purposes not involving a cycle of operations or earmarked for par- 
ticular purposes subject to annual action by Congress, they are accounted for 
in a separate special fund. 

In general, from the viewpoint of budgetary control, it appears best to avoid 
the earmarking of collections from user charges, except for those cases where 
an entire program can reasonably be expected to be self-sustaining. However, 
there are a number of special circumstances that make earmarking appropriate 
in individual cases. As a part of its regular operations the Bureau of the 
Budget is examining a number of cases where user charges are concerned, and 
when considered appropriate will recommend legislative action to change the 
present treatment of such revenues, as illustrated in the case of the Rural 
Electrification Administration mentioned above. 


Mr. Curtis. Now, I am going to ask another question very briefly. 
In most of the services, you have discussed the costs involved. And 
yet last year I remember the Post Office Department came in asking 
for about a 5 percent increase in the number of employees, and at 
the same time they were claiming that they had an increase in produc- 
tivity of several percentage points. 

I do not remember the figures, but I recall\it was around 10 per- 
cent. The increase in mail handled was only 3 percent. 

Well now, where are we getting if we do not ‘reflect. productivity 
in the size of our operations? How could anyone justify an increase 
of 5 percent in numbers of persons when your increase of the volume 
was only 3 percent? 

At the same time we put in all of these so- called labor-saving op- 
erations so that we could claim a productivity increase. 
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Mr. Brunpace. There was an increase in employees, the number of 
employees, Mr. Curtis, but I believe it was not quite as high as the 
increase in the volume of the service. 

Mr. Curtis. I know those figures well, because I took the matter up 
on the floor of the House. 

Mr. Brunpace. I am going to ask the Deputy Director here who 
was the Deputy Postmaster General until 6 months ago. 

Mr. Curtis. I don’t want to get into the details of that, other than 
to illustrate some of these points. I remember the figures fairly 
well, because I raised them at the time this matter came on the floor 
of the House and called attention to what seemed to me a very basic 
inconsistency. The explanation offered was that we were shiftin 
employment into suburban areas and out of other areas. But stil 
in my judgment it did not work out. 

Now, the second point I wanted to call attention to is on page 3, 
where you say the budget provides $1.1 billion for proposed pay 
adjustment of both military and civilian personnel. Now, I presume 
the military at any rate would agree to following the recommenda- 
tions of the Cordiner report. That report, however, said that this 
was going to be a saving, because we would save it in the turnover 
or cutting down on the turnover of the personnel we had. 

Now, all of these savings somehow or other seem to result in 
increased expenditures but we never see the savings coming forth. 

Now, when do you reflect the savings that we can anticipate from 
changing these policies so that. we will save on the turnover? 

Mr. Brunpace. Well, the Cordiner report indicated that they ex- 
pected that the first year or two would have to be an increase. But 
they anticipate that there will be very substantial savings over the 
next 5 years, and greater over the next 10 years. I had quite an 
argument with Mr. Cordiner, whom I know very well, and when I 
expressed a little skepticism he said, “I haven’t begun to indicate 
the real amount of savings. We are going to save $5 billion a year 
in 5 years.” And he is exceedingly enthusiastic and exceedingly 
convinced of the rightness of his ideas. 

As a matter of fact, I think it is sound, and I agree with you it is 
awfully hard to identify savings but still I don’t think that is any 
reason why we should not go ahead with sound plans. 

Mr. Curtis. I happen to be very strongly of the belief that he has 
put his finger on something very important, and he will produce sav- 
ings. But it won’t produce savings if we operate like we did with 
the Post Office last year so that when you do have an increase in pro- 
ductivity you come in and ask for more people. 

If we do manage to cut down the turnover of the employees in the 
military, and the Federal establishments and save money, if you go 
ahead and keep on spending more and keep all of the people and 
maintain the rest of the personnel system, it is costing money and you 
are not going to get anywhere. That is the only reason I wanted to 
emphasize it. It is always the increases that we see, and somehow 
we forget about the savings and they never do materialize. I suggest 
that probably it brings about the operation of Parkinson’s law. 

Mr. Brunpace. I have had a great deal of amusement out of Parkin- 
son’s law, and I distributed copies to all members of the Cabinet. I 
think that I ought to give Mr. Stans a chance to make a statement. 
The Cuareman. All right, sir. 
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Mr. Srans. I would like to reassure Mr. Curtis that the Post Office 
has displayed a substantial increase in productivity over the last 5 
years. My recollection of the figures is that in 5 years’ time the Post 
Office mail volume and number of pieces has increased about 16 per- 
cent, whereas the increase in employment, in hours of work, is up less 
than 4 percent over that same 5-year period. 

Mr. Curtis. I can refer you to the committee report and the com- 
mittee hearings and the testimony of your own oa last year. All 
I am referring to is 1 year that I saw, where you had in increase in 
mail of about 3 percent and you were in asking for a 5-percent increase 
in personnel. 

Those are just cold figures. 

Mr. Srans. I would like to reassure you on this, and if you will 
permit me to put the figures in the record that will show it, I am very 
confident that in each of the last 5 years the increase in hours of em- 
ployment has been substantially less percentagewise than the increase 
in volume of mail. I am sure that the Congressman has misunder- 
stood some of the figures or the testimony. 

Mr. Curtis. I will simply refer you to the testimony and the state- 
ments. I brought this out in a debate on the floor of the House, and 
there was not any contradiction. 

I referred this to the Post Office Department last year, and no con- 
tradiction was made of it. I am satisfied what I have stated is correct. 

The Cuatrman. Would it be agreeable at this point for Mr. Curtis 
to give you the sources privately of his information ? 

Mr. Curtis. It is in the committee report, Mr. Chairman, of the 
Post Office and Civil Service Committee last year, at the time that the 
Post Office request was made. 

The Cuatrrman. What I am getting at is: you want the facts. 

Mr. Curtis. If the facts previously supplied were wrong, I want to 
know that by all means. 

The Cuatrman. Let us put them in the record at this point, and 
try to reconcile the situation that exists. 

(The information is as follows :) 


Growth in mail volume and employment, fiscal years 1953-57 














1953 1954 1955 1956 1957 
Mail volume: 
Le a ie arn ry 50.9 52. 2 55. 2 56. 4 59.1 
Increase over 1953 (percent) ............-...-.-..|...2.-...- 2.5 8.4 10.8 16.0 
Employment (thousands of man-years): 
CIR GOREIOUD an a cncncmcencssneanenndeisedusnuled 124 130 134 140 145 
Increase over 1953 (percent) -.......- 4.5 8.0 12.7 16.4 
All other employment-_.......--.. 378 378 378 385 
Increase over 1953 (percent) ..........-......---.|-...-..--- —2.1 —2.2 —2.2 —0.3 
TR. in 5 iceland Mire aa cenbeb-ganidiioeduaadanalin 510 508 512 518 530 
Increase over 1953 (percent) .................----....- | saagdag —0.5 0.3 1.4 3.8 














Comparing fiscal 1957 results with 1956, it will be noted that the 4.67-percent increase in mail volume has 
been handled with an increase in total employment of only 2.36 percent. Excluding city delivery carriers 
(which increased 3,29 percent), the increase in all other employment to handle this 4.67 percent increase in 
volume of mail was only 2 percent. 


Source: Annual Report of the Postmaster General for 1957, p. 8. 
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Mr. Brunpéce. I might just add one point, that this $1.1 billion 
of estimated expenditures for the pay adjustments, both military 
and civilian personnel, is gross. We are expecting a quite substan- 
tial amount of absorption in all of the departments together of over 
$300 million of that. 

Mr. Curtis. Which will be recouped, or it will be absorbed ? 

Mr. Brunpace. It will be absorbed, deducted. 

The CuarrMan. We appreciate very much your coming to the com- 
mittee and the information you have given us. 

I had some questions that I wuiehad to ask of you, but I will refrain 
from doing so in view of the fact that we still have one witness to 
hear in public hearings, and because the committee desires to go 
ino executive session this afternoon. Let me just observe, however, 
that your statement that you have given us this morning certainly 
pinpoints a number of contingencies that could be added to those 
which we were earlier discussing with the Secretary of the Treasury 
and that we might face in connection with the debt itself. 

Mr. Brunpace. Thank you very much. 

The Cuarman. Thank you very much, Mr. Brundage, and those 
with you. 

Our next witness is our colleague, the Honorable Wright Patman. 

Mr. Patman, we know you quite well and favorably, Dut for pur- 
poses of the record, will you identify yourself by giving your name 
and the district you represent in the Congress. 


STATEMENT OF HON. WRIGHT PATMAN, A REPRESENTATIVE IN 
CONGRESS FROM THE STATE OF TEXAS 


Mr. Patman. Mr. Chairman, my name is Wright Patman, and I 
represent the First Congressional District of Texas, and I have been 
serving in Congress since 1928. I am a member of the Joint Eco- 
nomic Committee, the Small Business Committee, and the Banking 
and Currency Committee. 

The CHarrman. You have been the chairman of committees in 
Congress for quite some time, particularly the Committee on Small 
Business, and you have done a good job as we all recognize. 

We are glad to have you with us today. You are recognized to pro- 
ceed in your own way. 

Mr. Parman. I am here to discuss the increase in the debt limit. 
I am tempted to comment on what Mr. Brundage, the Director of 
the Budget, has said, but I shal not do so in view of the hour. [I feel 
it would be an imposition on the committee. 

I will say only that Mr. Brundage dug up a lot of snakes to kill, and 
I doubt very much that he will be able to kill those snakes during this 
session of Congress. 

This resolution, H. R. 9955 by Chairman Mills to raise the debt limit 
by $5 billion is the matter I desire to discuss. Naturally, I do not be- 
lieve any member would oppose an increase in the national debt if it is 
needed for national defense. If this committee, in its wisdom, sees 
fit to increase the national debt, I have a condition which I hope that 
you will place upon the authorization. 

Secretary Anderson mentioned that we have a law now which per- 
mits the Secretary of the Treasury to sell securities in an amount up to 
$5 billion, directly to the Federal Reserve banks. If that were done 
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in this case, it would save the Government, it is estimated, about $163 
million a year. 

The condition that I would like to ask the committee to consider, in 
the event this raise is granted, is that you make the requirement that 
this $5 billion be sold directly to the Federal Reserve System. 

In other words, this is the language: 

All Federal debt in excess of $275 billion must be in securities held by the 
Federal Reserve System on direct purchase from the Treasury. 

In addition to saving a large amount of money, this will cure situa- 
tions that have been complained about by the Secretary of the Treas- 
ury and many people in business, banking, and finance. 

Vhile Secretary Anderson is appearing before this committee in 
support of the resolution to raise the debt limit by $5 billion, he also 
has a letter filed with the Banking and Currency Committee asking 
for continuance of the authority in the Federal Reserve Act whereby 
the Federal Reserve System can purchase up to $5 billion of securities 
from the Treasury. This authority has been extended every 2 years, 
and there has never been any opposition to it. 

Up until 1935, there was no limit of $5 billion and the authority was 
without a time limit. Since 1942 it has been $5 billion, and the time 
limit has been 2 years, but the authority has always been extended 
each 2 years. 

Now, in the letter that Secretary Anderson wrote to the oe 
and Currency Committee asking that this authority be extended, 
submit, he gives reasons in support of the argument that I am making 
now which is that you should attach a condition to this increase of $5 
billion to the national debt. 

I will quote from a letter signed by Robert Anderson, Secretary of 
the Treasury, dated January 3, 1958: 

We recommend that the temporary authority be extended an additional 2 
years. The direct purchase authority is of important assistance to the Treasury 
in smoothing out the effect of short-run peaks in Treasury cash receipts and 
disbursements so that the disturbing effect of their flow through the banking 
system may be held to a minimum. Also, if the Treasury did not have the au- 
thority, it would be necessary to maintain larger cash balances than is now the 
ease. The authority is only used occasionally, primarily immediately preceding 
periods of heavy tax payments. However, it is an essential fiscal mechanism in 
avoiding unnecessary strains on the money market at such times, and in han- 
dling the distribution and utilization of Treasury cash balances and holding 
them to a minimum. Any borrowing under the authority is, of course, subject 
to the statutory debt limit. 


There is attached a table showing the holdings of the Federal Reserve banks 
under the direct purchasing authority from 1942 to the present time. 


Now, then, in connection with Mr. Anderson’s statement to the press 
when he announced he was going to ask for this increase in the debt 
limit, he was quoted in last Tuesday’s Washington Evening Star as 
follows: 

As we seek to manage the debt of the great proportions that we have, we 
ought to have the ability to use the best and most efficient mechanisms that 
we can, and some consideration has to be given to a sufficient flexibility that 


will allow us a Capacity to do as good a job as we can in the management of 
the debt. 


I suggest that the purpose for which he is asking for an increase in 
the debt ceiling is the same purpose that he has given in his letter to 
the Banking and Currency Committee asking that the Federal Re- 
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serve purchase authority be extended another 2 years from June 30, 
1958. 

Mr. Burgess testified the year before last in support of extending 
the Federal Reserve purchase authority. Mr. Burgess was, of course, 
Undersecretary of the Treasury under Mr. Humphrey. I will quote 
here what he said: 


The primary purpose of this direct borrowing authority has been to help 
the Treasury and the Federal Reserve System work together in minimizing the 
disturbing effects on the economy of short-run peaks in Treasury cash receipts 
and disbursements, particularly around the time of quarterly income tax pay- 
ments. 

Short-run movements of funds are large and precise estimates of their day- 
to-day pattern are often difficult. This direct borrowing authority is a useful 
mechanism for the Treasury and the Federal Reserve and its use avoids un- 
necessary strains on the money market on a number of occasions, 

That is the reason for this $5 billion authority. 

Mr. Expernarrer. Was that testimony before our committee? 

Mr. Parman. It was before the Banking and Currency Committee 
on February 29, 1956, nearly 2 years ago. That was when the question 
of renewal of this $5 billion authority was up. Every 2 years it is 
up, and we always have a short hearing, but no objection to it. 

Now, in the same hearing there was the testimony of the Honorable 
William McChesney Martin, Jr., Chairman of the Board of Gov- 
ernors of the Federal Reserve System, who also endorsed the bill for 
the continuance of this $5 billion authority. Mr. Martin described 
the purpose of this authority as follows: 


This is an operating convenience under which the borrowing is always of a 
strictly temporary nature and occurs primarily in tax payment periods. The 
authority has made it possible around such times for the Treasury to bridge 
temporary gaps between the Treasury’s payment needs and its tax receipts, 
and in this way to smooth out some of the uneven flows of funds through the 
banking system and the money market that would otherwise result from the 
Treasury's operations. 

Avoidance through this method of Treasury borrowing of the sharp strains 
on the banking system that would Otherwise arise from the sudden strains on 
the Treasury accounts with banks is equally as helpful to the Federal Reserve 
in carrying out its parallel responsibilities in the field of monetary and credit 
policy as it is to the Treasury in administering its fiscal responsibilites ef- 
fectively. 

So, as to the Federal Reserve purchase authority, we have the en- 
dorsement of not only two Secretaries of the Treasury, but we have 
the endorsement of the Federal Reserve. 

Now this point is unmistakably clear: The purpose for which 
Secretary Anderson has explained he needs the $5 billion increase 
in the debt ceiling is exactly the same purpose which has been repeat- 
edly given for the Federal Reserve purchase authority. The purpose 
is to absorb temporary increases in the Federal debt which are needed 
because of seasonal and other mechanical factors affecting the flow of 
revenues into the Treasury. And. the seasonal factors have been 
demonstrated. 

If you will turn to one of the charts that Secretary Anderson has 
presented, chart 5, you will find that every year there is a deficit at 
a certain period of the year and a surplus at another period of the 
year. So the object of this $5 billion is to smooth that out. 

It is for these reasons, then, that I ask the committee to consider 
attaching to the $5 billion increase in the debt ceiling a requirement 
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that, if and when any part or all of this authority is used, it will be 
used by selling securities directly to the Federal Reserve System under 
the authority now provided for this purpose in the Federal Reserve 
Act. None of this latter authority is m use at the moment, so the full 
$5 billion is now available. Direct purchase by the Federal Reserve 
System is best suited for handling the problems which the Secretary 
has described as making necessary this $5 billion increase in the debt 
ceiling, and it will save the Government about $163 million a year in 
interest charges. 

That concludes my recommendation for specific action at this time, 
Mr. Chairman, but, if I may, I would like to offer several general 
suggestions which I think the committee might consider at some 
future time. 

I personally feel, Mr. Chairman, that this committee should give 
serious consideration to setting up a policy of debt retirement that is 
more satisfactory than at present. We should have a scale of set- 
asides that would apply at different levels of prosperity—say with a 
minimum of 21% percent in periods of general prosperity. This debt 
retirement budget can then be included as a part of the general 
budget, and Congress should then stay in session each year until we 
balance the general budget. 

We must have debt retirement. There is all kinds of clamor for 
more and more debt. It is piling on the American people all of the 
time. 

There are no plans for retirement of debts. You very seldom hear 
anything said about retirement of debts. Debts should be retired. 

We ought to pay them off, and, if necessary, go into debt again, but 
we should have a definite plan for the retirement of our national] debt. 
We should not let it go up this way. 

Now, there are 2 or 3 other suggestions, Mr. Chairman, that I would 
like to add. There are other ways to save. We have a fine Federal 
Reserve banking system. We have a fine commercial banking system. 
It is great because it is operating in a capitalistic economy, the kind 
we all agree that we should have. It is the best in the world. 

It is not perfect, but there is nothing wrong with the Federal Re- 
serve that a couple of good amendments would not cure. It is the 
same way with the commercial banking system. It is as good as any 
system onearth. We want to encourage it. 

Now, the Federal Reserve System has been used in the past, not so 
much by the Government, but by others. We are fortunate that we 
have the Federal Reserve Banking System. It is subject to the orders 
of Congress. It is an agency of Congress. It is a servant of 
Congress. 

Of course, all of its assets and all of its powers and privileges are 
subject to the call and the will of the Congress of the United States. 
No one questions that. The Federal Reserve System can be used now 
to a better advantage than it has ever been used in the past. 

The Government owns the Federal Reserve System. It owns it 
entirely—lock, stock, and barrel. I know there is sentiment around 
over the country saying, “Well, the banks own the Federal Reserve 
System.” 

Of course the banks do not own the Federal Reserve System. Over 
the years I have interrogated Mr. Eccles, and Mr. Martin and differ- 
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ent people about it, and I think that Mr. Martin has finally come - 
with an appropriate and correct phrase that explains it. When 
ask him now stout the ownership of the Federal Reserve System, he 
always says that the banks have a “nonproprietary interest” in the 
Federal Reserve System. 

That is correct. It isa nonproprietary interest, and no other. The 
Government owns it and should use it. Now is the time to use it. So 
in the future when these securities come up for issuance, in addition 
to this $5 billion we have been discussing today, the Treasury should 
be asked by this committee to consider offering these securities first to 
the people. Encourage individuals to buy and encourage corpora- 
tions and partnerships and insurance companies to buy them. 

But say, “After you have sold, Mr. Secretary of the Treasury, all 
of the securities you can to people who have the money to pay for 
them, then instead of selling them to the commercial banks that create 
the money to buy them, sell them to the Federal Reserve.” When the 
commercial banks buy Government securities, they create the money 
for this purpose, on the credit of the Nation, and then collect interest 
from the Government. 

The Treasury could sell them to the Federal Reserve and pay the 
same rate of interest, but the money will flow back over into the 
Treasury. 

Last year the Federal Reserve had earnings aggregating approxi- 
mately $600 million. And $542 million of that money flowed over 
into the Treasury at the end of December 1957. 

In that way we would pay the interest, but it would come back to 
the benefit of the taxpayers. 

There are other ways of saving money. I shall briefly discuss one, 
since Mr. Anderson mentioned it, and it is almost a challenge to me. 
He said he wants to keep on deposit with the commercial banks and 
the Federal Reserve einke an average of $3.5 million a year. Three 
million dollars of this will be in deposits with the private commercial 
banks. This is according to the way the Treasury is now operating. 

Now, I like Secretary Anderson, and I think he isa great man. I 
do not think President Eisenhower could have selected a better man 
to be Secretary of the Treasury. But I think he is clearly wrong 
about that. Why should he keep idle an unused $3 million in the 
banks of this country? Do we owe them that obligation ? 

We have been keeping from $3 billion to $6 billion in the banks at 
all times, and I do not think it is justified, because it has been costing 
the people from $120 million to $240 million a year. The people pay 
their money for these bonds, and then the money is put in the banks 
and kept there idle and unused. Official records disclose, and I have 
the official records here, that for the last 8 months of last year we aver- 
aged $4 billion in the banks at all times. 

Now, I do not object to paying the banks for their services. If they 
do any service, let us pay them for it. But let us not just keep billions 
of dollars on deposit with the banks, receiving no interest on the 
money while the people are paying a high interest on it. That would 
save at least another $150 million a year. 

This morning when Secretary Anderson mentioned this matter of 
deposits, I sent out and got the New York Times. The New York 
Times and the New York Herald Tribune are two papers, I know— 
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possibly there are others—which every Friday issue a New York 
Clearing House statement. This shows the amount of Government 
deposits in the banks in the New York Clearing House Association. 

There are certain banks that keep over $100 million, almost invari- 
ably, of Government money that the Government receives nothing for, 
that the people are paying interest on. That just does not seem right 
to me. 

This morning’s statement is lower, I will admit. Secretary Ander- 
son said it is lower than it has been for a long time. It is so low that 
1 New York bank that normally has $150 million had only $72 million 
last night. Another one has $45 million. Another one has $36 mil- 
lion, and so forth. 

All over the country the Treasury normally keeps from $3 billion to 
$6 billion in the banks. 

Now, remember, gentlemen, these deposits in the private banks are 
not within the reach of the checkbook of the Treasury. The Treasury 
does not give checks on these banks. The Treasury cannot pay bills 
by checking on these accounts, the Treasury writes checks only on the 
Federal Reserve banks. So another operation is ae before that 
money can be used by the Government. It has got to be brought into 
a Federal Reserve Bank before it is possible for the Treasury to use it. 
So why should we keep idle and unused $3 billion in banks away from 
the reach of the Treasury? It just does not make sense, common, 
book, or horse. 

I am not trying to undermine the banks. I like the banks, and I 
want them compensated for everything they do. I want a profitable 
commercial banking system, the kind that makes our country stronger. 
Iam all for that. But things like this just don’t make sense. 

The banks get pretty good support from the Government in other 
ways. The banks benefit by over $100 million every year from Gov- 
ernment funds for the cost of clearing their checks and things like 
that. In other words, the Government is paying for their private 
business. 

Now, $100 million a year ought to be enough without giving them 
the use of $3 billion to $6 billion of Federal funds at all times without 
interest payments. I hope I am not unreasonable about this, and I 
hope you gentlemen will consider this along with these questions of 
the public debt and other monetary and fiscal matters. 

I want to thank you very much, Mr. Chairman, and may I be 
allowed to extend and revise my remarks ? 

The Cuatrrman. Without objection, you may extend and revise your 
remarks. Mr. Patman, we appreciate very much your coming to the 
committee this morning, and the information that you have given to 
the committee. 

Mr. Ikard will inquire. 

Mr. Ixarp. Mr. Chairman, I have no questions. I want to com- 
pliment my distinguished colleague from Texas, who is recognized 
as one of the authorities on fiscal and monetary affairs, for a very fine 
and interesting statement, which I know the committee found to be 
very informative. 

he Cuarrman. Mr. Eberharter will inquire. 

Mr. Esernarrer. I echo the sentiments expressed by Mr. Ikard, 

but I also want to ask you one question. Is it your contention, Mr. 
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Patman, that, if the Congress were to adopt your recommendation for 
amending H. R. 9955, the Treasury would have the authority to bor- 
row $10 billion ? 

Mr. Parman. No; $5 billion. This comes under the National Debt 
Act, too. To the extent they use this increase, I want it to be 
used through this authority of $5 billion from the Federal Reserve. 

The CuarmmaNn. The point is that the $5 billion referred to in the 
amendment you suggested to this committee is contained within the 
overall limit of the debt, whatever that may be. 

Mr. Parman. Yes, and it is tailor made to fit this case. That is, the 
$5 billion asked for by the Treasury and $5 billion allowed under this 
authority, and it would save the Government $163 million. 

Mr. Kroc. May I join in commending our very distinguished and 
capable colleague for his statement here today. 

The Cuarmman. Mr. Patman, we again thank you, and this brings 
to a conclusion our public hearing on the bills before us this morning. 
The committee will adjourn, to reconvene at 2 o’clock in executive 
session. 

(Whereupon, at 1:15 p. m., the committee recessed, to reconvene in 
executive session at 2 p. m. the same date.) 
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